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Country Classifications 



This page shows country groupings that are used throughout the report for comparison 
purposes. 

Commonwealth of Independent States (CIS) 

Armenia Moldova 
Azerbaijan Russian Federation 

Georgia Tajikistan 
Kazal<hstan Ukraine 
Kyrgyz Republic Uzbekistan 

Note; Belarus, alttiough a CIS member country, is not Included in this list because it is not covered in the 
Global Competitiveness Report seiies. 



European Union (EU) 

European Union's 15 member countries prior to 2004 (EU 15) 



Austria 


Italy 


Belgium 


Luxembourg 


Denmark 


Netherlands 


Finland 


Portugal 


France 


Spain 


Germany 


Sweden 


Greece 


United Kingdom 


Ireland 





European Union's latest 12 member countries (EU Accession 12) 

Bulgaria Lithuania 

Cyprus Malta 

Czech Republic Poland 

Estonia Romania 

Hungary Slovak Republic 

Latvia Slovenia 
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Preface 



KUUS SCHWAB 

Executive Chairman, World Economic Forum 



The publicadun of T!ie Ukraine Compclitiivncss Report 
200H coiiifs at ;iti important time for Ukraine and for 
the world economy. Against the backdnip of the countrv's 
reform efforts, the global competitiveness landscape is 
undergoing profound shifts. Following a period of buo^-ant 
global growth, the financial market crisis is casting a 
shadow over the international economic environment, 
carrying the risk of a global economic slowdown. These 
recent developments make it even more imperative {or 
Ukraine to master not only its own competitive strengths 
and weaknesses but also to navigate a rapidly changing 
global environment. 

Since 7'/ic (JMwt Compi-liliivitca Rtp<>ri (CiC-K) 
began its coverage of Ukraine in l'>'^7, the country's 
peribrniance has shown a mixtuic of remarkable promise 
amid significant challenges. Following the lost decade of 
the i'l'Hh Ukniine has been witnessing »)me ol the highest 
growth rates in the region, dynamic business activity and 
increasing interest from foreign investors. 

.Although many reforms have been introduced in 
Ukraine since independence, to date, the country has 
not been able to fully live up to its potential and to 
capitalize on its abundant hitman capital, its natural 
resources and favorable gcogr.iphic position between 
two large markets - the European Union and the 
Commonwealth of Independent States. As in many 
countries, appreliensitm about the potential adverse 
effects of reforms is one of the factors that h.is held b.ick 
the implementation of competitiveness-enhancing poli- 
cies. In this context, an objective assessment of the 
country s competitiveness can provide a platform for 
discussioi] and for highlighting the benefits a more 
competitive eiivironmeiic can bring to Ukraine's people. 

Since their inception in 1979, the World Economic 
Forum's competitivcncv; reports have si-rved in many 
countries as key tool* lor measuring their competitive 
condition. The findings of the GCR and other 
benchmarking studies are often used as an instrument 
for initiating dialogue bervveen the public and private 
sectors as well as across pohlical divides. By providing 
an objective and independent assessment they help to 
align dilTerent pohtical and social groups behind the aim 
of improving competitiveness. 

The World Economic Forum is uniquely positioned 
to provide thought leadership to countries in the field 
of competitiveness. -As the Foundation for Eftective 
Governance seeks to strengthen Ukraine's analytical 



capacity in the area of competitiveness and economic 
reform, the Wc)rld Economic f'orum is pleased to put its 
expertise at the service of this important endeavor. Tin- 
Ukmirti: Ctmipirliihvness RqMri 2008. which builds on the 
methodology of the World Economic Forum's Global 
('omperitiveiiess Index, aims at pnwiding a a"le\'aiit account 
of Ukraine's competitive advantages and disadvantages, 
by offering an in-depth assessment of the 1 2 categories 
that impact the country's competitiveness for the nation 
as a whole and for 12 selected regions. 

Wc would bke to thank the editors of this report, 
Margareta Drzeniek Hanouz and Thierry Gciger for 
their thought leadership and the authors Jennifer Blanke. 
Irene Mia and Aisene Hanov (or their contributions and 
conunitnient to this project. We would also like to express 
our sincere gratitude to Fiona Paua, Head of Strategic 
Insight leams at the World Economic Forum tor her 
leadership in conceptualizing the report, as well .is to 
the other members of the Global Competitiveness 
Network team: Ciara Browne, .Agusrin a Ciocia, Eva 
Trujillo Herrera, and I'earl Samandari. We are grateful to 
the Ukrainian experts who contributed through articles 
and discussions and to our Ukrainian partner institute, 
the Centre for Social and Economic Research Ukraine 
(CASE) for conducting the Executive Opinion Survey. 
List but not least, we would like to thank the Foundation 
for Effective Governance for their support. 
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Foreword 



NATALIYA IZOSIMOVA 

Director, Foundation for Effective Governance 



The publication of the first Ukmine Conipclilii'cness 
Rijwrl. carried cnu by che World Kcoiiomit h'oriiiii in 
p.iitncnihip with tiic r<«iiHiicion tor F.tt'cctive Ciovcriiancc, 
it a significatir step forward for Ukraine's economic and 
social development. 

Willie the countr\''s economy continues to grow 
and has recorded average GOP increases of more than 
7% per annum, expert opinion recognizes tlut to maintain 
this pace of j;m\vth and development, economic reform 
is necessary m key areas. This is where 77ic Uknihtf 
ClompeliUivnas Report 2008 can help to intbrm opinion 
and guide the country as to which policy changes arc 
necessiry to improve the economy. Such reforms are 
expected to both raise the living standards of all 
Ukrainians and help the country establish its position 
among the leading F.uropean nations. 

With the pubhcalioii ol this report, Ukraine can 
now objectively benchmark its economic performance 
agiiinst the leading economies of the world and its regional 
competitors. Readers can also learn from examples of 
how others have overcome similar challenges to those 
chat the country now faces. This insight will help all 
stakeholders key to the country's economic and social 
success better understand and prioritize the necessary 
changes and reforms. 

From the Foundation of Eftcccivc Governance's 
perspective, Tin- Ukraimr C(>iiipfliliiriu:<'S Report 2(>(li< is 
an example of our programme of systcniatically reviewing 
the country's long-term reform and economic development 
agenda by applying international best practice. The 
rmind-Uion's mission is to improve the t]uality of life 
and standard of living of all Ukrainians. A fundamental 
element of this mission is to provide flinding for long-term 
projects that focus on the country's economic development 
agenda and bring the best international and Ukrainian 
expertise to bear. 

The partnership wth the World Economic Forum 
is an example of this principle in action. The Forum 
is the world's best-known independent international 
organization, which is committed to improving the st.ite 
of the world. Since I '■)7'-) it has been publishing The 
(iloluxl CJompciitii'viidi Report (tjClR), which now covers 
131 economies.The Ci(!R has been used .is a tool globally 
by governments, academics and business leaders to 
better understand the strengths and weaknesses of their 
economies.The inlornution luis also been used to pinpoint 
the economic reforms and actions required. 



In addition to benchmarking Ukraine's country 
performance, the Foundation also aimed to gain a deeper 
understanding of the role pl.iycd by Ukraine's regions in 
the country's development. The report takes a detailed 
look at 12 of the country's regions to help understand the 
country's regional diversify' and to examine the ditTerent 
challenges the regions face in improving their economic 
perforiiiaiice. The results will provide food for thought 
for both national and regional administrations in setting 
the policy agenda. 

One of the Foundation's clear principles is a practice- 
orientated approach.This means that we seek to provide 
practical, itnplementable. recommendations for the 
country's long-term economic development and to do 
this consistently through time. To this end. The Ukraine 
Coiiipriiiiretifss Report will be published annually by the 
Foundation to help tnick the country's economic reform 
and development pnigrammc. It is also expected to give 
policymakers and government deep insight into the 
success and challenges of economic a-fiirm. 

The Foundation sincerely hopes that this independent, 
objcctis'e analysis of Ukraine's economic strengths and 
weaknesses will act as a catalyst for open discussion and 
debate among government, civil society, business and 
other stakeholders on the priorities tor change. As a 
foundation, we will actively encourage this debate and 
look forward to the discussions and real reforms that 
will surely follow. 
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Executive Summary I 

«> 

MARGARETA DRZENIEK HANOUZ | 
THIERRY GEIGER 
World Economic Forum 



There is no doubt that Ukraine is a country' with great — 
and unrealized — potential. 'I'he chaotic years o( transition 
in the 199iHi left a heavy toll on the country's economy, 
resulting in high levels of corruption, depleted infra- 
structure, an incomplete reform of the institutional 
framework, unrestructured post -Soviet conglomerates, 
and J political constelbtion that blocks rather than favors 
reform. Yet, since the end of the lost decade of the l'>9()s. 
Ukraine's growth rates have averaged more than 7%. 
Major economic reforms will be necessi»ry to ftirther 
advance the country's competitiveness, but their iniple- 
nicrttation will require a certain degree of consensus 
across the pohcical spectnmi.To inform this process, an 
abjective assessment of the country "s competitive stix'ngths 
and weaknesses provides a basis for discussion and debate. 

The purpose of this report is to pnwide such an 
independent and objective assessment ot Ukraine's 
competitiveness by benchmarking the country's 
performance against the 130 other econoiiiies covered 
by 77)f CMuil Compttitiivmsf Rqwrt (GCR) 2007-2008. 
To accomplish this, we use the methodology employed 
by the GCR scries as presented in Chapter 1. 

Chapter 2 benchmarks Ukraine's overall competi- 
tiveness ag,iinst a number of countries, and finds that 
Ukr.iines competitive potentLil a>m,iiiis iina>alized. Ukranie. 
ranked 73rd among 131 countries, bgs significantly 
behind the new EU member coimtries (EU Accession 
12) with the exception of Bulgaria and Romania. The 
country also underperforms when compared to some 
CIS menibers such as Russia. Kazakhstan and Uzbekistan. 
What is worrisome is that over the past 10 yeans, no major 
improvements in Ukraine's competitiveness ranking have 
been recorded, although reform efforts undertaken by 
Ukraine maintained the country at the 1997 level, when 
it was first ranked. 

Chapter 3 e.vamines the results on the 12 pillars of 
the Global Competitiveness Index, benchmarking Ukraine 
agaiast the selected countries and analyring its performance 
on each pillar in detail. The pillars include: institutions, 
inlnistructurc, nucnjeconomic stability, health and primary 
education, higher education and training, goods, labor 
and financial market efficiency, technological readiness, 
market size, business sophistication, and innovation. For 
a country transitioning towards the elliciency-driven 
stage of development, sohd performance on the first 
four pillars would contribute more strongly to enhancing 
competitiveness. Second in importance arc higher 



education and training, efficiency of the goods, labor 
and financial markets, technology, and market size. The 
l.xst two pillars - business sophistication and innovation — 
are of greater importance for more developed economies. 

Public and private tnstilutions, asessed at 1 15th 
position out of 131 countries, are the weak spot m 
Ukraine's competitiveness landscape and reform in this 
area should be a priority. This is also important because 
a wcll-flinctioning institutional framework is critical at 
Ukraine's current stage of development. Pubhc instinitions 
are opaque and inetBcient. plagued by corruption and 
fiivoritism; an efficient legal framework is lacking; and 
weakly defined property rights affect businevs in its 
operations, because the overall weak security situation 
in the country imposes unnecessary costs on business, 
the issue of unreli.iblc police services must be addressed. 
Underdeveloped private institutions are among the most 
serious competitive weaknesses of Ukraine and the issue 
of we-.ik corporate gowrnance stand;uds sitould be addressed 
urgently. These issues undermine investor confidence 
and the development of the stock market. 

The results also show that transport, energy and 
telecommunications infrastructure are in need of 
upgrading, as reflected in the overall 77th rank the 
country obtams on this pillar. .Mthough the quaUty of 
railroads is not too far behind EU levels, mads and air 
transport infrastructure are not on a par with interna- 
tional standards. This prevents the country from fiilly 
utihziiig Its potential as a transit corridor resulting fioni 
its favorable geographical location. 

Great improvements have been realized in Ukraine 
over the past years in terms of tnacroeconomic stability. 
Inflation has been brought down to one-digit levels and 
the fiscal stance stabilized, which allowed officials to 
considerably reduce government debt. This stability has 
considerably improved the score on the macroeconomic 
pillar over the past years, yet was insufficient to improve 
Ukraine's ranking beyond the 82nd position, given the 
worldwide trend of increasing macroeconomic stability. 
Curbing inflation further could considerably improve 
Ukraine's ranking on this pillar. 

Ukraine obtains a low 74th rank on the health and 
primary education pillar of the GCR. Although the 
quality of primary education is fairly good, enrulinent 
rates arc too low by international standards. With respect 
to the health situation, the prevalence of HIV/AIDS 
and the cost of tuberculosis to businesses arc particular 
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Figure 1 



Ukraine's perlorm i i >; i i n 'st peer countries : 
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12 problems. Another worry is the negative demographic 
ta-rid that may put an additional strain on the pension 
system in the future. 

Ranked 53rd, the fairly higli level of higher education 
md training Is one of Ukraine's competitive advantages 
that the country should build upon. Ukraine's education 
system ensures ea.sy access to schooling and as a resjit 
boasts fairly high enrohnent rates compared to other 
countries at the same stage of dc\'elopnient. There arc high 
enrohnent rates for secondary schools, but in particular 
for universities. Although the educational system needs 
to be further adapted to meet the needs of a market 
economy, for example through improving management 
education, the quality of the overall system - in particular 
of math and science education — is good. However, the 
business sector should get more involved in on-the-job 
training, which is currently below desioblc levels to 
bring the available skill pool up to the standards of a 
market economy. 

Goods market efficiency is one of the weakest 
areas in Ukraine's overall competitiveness assessment. 
.Although this is the case in most transition economics, 
Ukraine obtains particularly low marks on this category. 
Domestic and foreign contpctition, which are the most 
important drivers of etiicieiu markets, are weakened by 
ineffective anti-monopoly policy, high concentration in 
markets and a distortionary taxation scheme. This situation 
is exacerbated by diverse barriers to market entry of 
new companies, trade and foreign investment. Reforms 
in this area should be among the country's priorities. 
This weak assessment is all the more worrying because 



an efficient goods market is key for countries moving 
towards the efTiciency-driven stage of developn>ent. 

The Ukrainian labor market operates fairly efficiently, 
ranked 65th out of 131 countries. A major strength is 
the efficient use of tilent, with a close link bcrvvccn pay 
and productivity and a high level of tentale participation 
in the Libor force. However, brain drain, nepotism and 
t'avoririsn) when employing management statT remain 
major problems. Despite some advantages, the bbor 
market remains fairly rigid with respect to firing and 
hiring procedures and the wage setting process. 

With respect to financial market sophistication 
Ukraine is ranked a mediocre K.Sth. .Although finance in 
the form of loans and risk capital is fairly easily .ivailabic, 
the local equity market is underdeveloped, mainly due 
to insufficient protection of investors and regulation of 
securities exchanges. Soundnevs of the banking sector 
has converged towards EU Accession levels over the past 
10 years, yet remains significantly below EU 15 st-indard-s. 

With its fairly low level of technological readiness, 
ranked 'J3rd. Ukraine foregoes many development 
opportunities of^'crcd by technologies adopted from 
abroad. The latest technologies are not widely available 
in Ukraine and companies are often unwilling or imablc 
to adapt those to upgnide their production processes 
and products. Instead, many companies still rely on 
innovation, which, for a country at Ukraine's level of 
development is not the most cffirctive form of increasing 
the efficiency of business operations. A more targeted 
approach would be to leverage rT)l and licensing 
schemes to benefit from technology available elsewhere. 
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A governineiit programme aimed M increasing technology 
transfer would greatly contribute to enhancing Ukraine's 
competitiveness. In this comext. the use of ICT is partic- 
ularly important, as it can enhance productivity across 
m.iiiy sectors of the economy. And the d.itj show that 
the use of the Internet and personal computers is tairly 
low in Ukraine. 

With a rank of 26. the country's market size ortcrs 
numerous opportunities for Ukr.iini.m businesses. The 
large domestic market with rising purchasing power 
allows businesses to realize ecoiioiiiies of scale. In addition, 
Ukraine's businesses also sers'e a large number of export 
markets. But Ukraine has not yet attained the level of 
market size uchiewd by more export-oriented economies 
such as MaLiraa.Thc country's recent WTO membership 
is expected to help expand export markets. 

Business sophistication, wheiv Ukraine ranks Hist, 
is one of the pillars that are currently less important for 
Ukraine's competitiveness given its stigc of development. 
However, a further deepening of clusters, increasing the 
value added of products and services, and improving the 
quality and sophistication of iiianagenient practices would 
be beneficial. Man.->gcnicnt practices arc somewhat 
backward in the area of marketmg. Businesses also point 
to problem areas within companies such as the reluctance 
to delegate authority and the allocation to friends and 
relatives of management positions. 

Innovation, where Ukraine is ranked 65th, is an 
area of rclatiw competitive strength. Although innovation 
may not be vital for a country at Ukraine's level of 
development, it would be imprudent to neglect the 
country's innovative capacit\'.A well-fiinctioning uitellccttial 
property regime rather than large investments would 
most likely contribute more to upgmding the country's 
innovative capacit)'. Furthermore, if Ukraine wants to 
maintain its fairly good research capacity, lescarch instittitcs 
need to be reoriented towards a stronger commercial 
focus in their .tctivitics and the negative trend in the 



availability of skilled statT over the past few years needs 
to be reversed. 

Overall, the analysis of the 12 pillars of the GCI in 
Chapter 3 shows that Ukraine is dicing many challenges 
in its etTorts to reach a a more sustainable growth p.ith. 
Upgrading public institutions, focusing on tackling 
corruption and favoritism, strengthening property rights, 
and raising corporate governance standards should be 
the top issues on Ukraine's rcfcirm agenda. This should 
be followed by a reform of the competition Iramework, 
including the trade and FDI regimes. ParticuLir attention 
should also be given to intensifying technology transfer 
into the country. 

Cliapter 4 assesses the competitiveness of 12 selected 
regions representing different structures of the Ukrainian 
economy. Overall, the divergence between Ukrainian 
regions in terms of competitiveness is less pronounced 
than in terms of their wealth. Still, in the global ranking, 
the best performing region, the city of Kyiv, nnks at the 
level of Croatia and Cyprus, while the worst performing, 
Cherk.is\', comes in right ahe-id of Armenia. The detailed 
rankings of the 12 regions are presented in Figure 2. 
Overall, the regions diveqje most on the institutions pillar, 
while the labor markets pillar shows the least divergence 
within the country. 

Chapter 5 assesses Ukraine's ability to use information 
and communications technologies (ICT) to advance the 
country's dewlopnient using the results in the Networked 
Readiness Index (NR() featured in the World Economic 
Forum's Ghhal Infoniutiioit TtnltitoUy);)' Rt^wrf.The author 
stresses the significant progress Ukraine has realized, as 
shown in the increase in NRI ranking by 1 1 places over 
the 2002-2007 period. However, Ukraine lags behind 
F.U averages in most dimensions defining networked 
readiness and many challenges need to be addrcs.scd for 
the coimtry to fiilly leverage the opportunities offered 
by ICT. Particular efforts are required to injprovc indi- 
vidual usage levels, notably by lowering the cost of ICT 
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rclonns, ihv regulatory ciivironnicnt tor doing business 
needs to be enhanced and the government could lead the 
W'ay ill networked readiness by more actively promoting 
ICT. 

Chapter 6 assesses Ukraine's attractiveness ftir investment 
in the travel and tourism (T&T) sector using the Travel 
&' Tourism Competitiveness Index featured in the World 
Economic Forum's Imivl & 'Ibiiristn Clmitpvtiliwncss Report 
2008. Ukraine's long history as a tourist destination and 
its many natural and cultural endowments are clear 
strengths to build upon in developing its travel and 
tourism industry. Howc\'er, the chapter identities a number 
of obstacli-s that arc hindering the country's T^T 
competitiveness in this area.l'hese include creating 
a policy environment that is more conducive to the 
development of the T&T sector, including strengthened 
environnu'tital legislation, as well as upgrading the 
country's transport and tourism infrastructure. 

The report ends with a section containing detailed 
country profiles for Ukraine, the countries Ukraine is 
benchmarked against, as well as for the 12 regions 
assessed in Chapter 4. 

14 The I Jkrainr ComiH-tiliivnrss Rrport 200R provides an 

overview of both the current competitiveness of the 
country as well as recommendations for action. These 
recommendations reflect hard data and the views of 
business leaden; expressed in the E.xecutive Opinion 
Survey, and an- inlended to help policymakers ulentily 
priorities tor reform and invcstitient.Thc recommendations 
will also help them to make informed choices for the 
benetit ot tiiture generations. 
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1 lie Workl l:iH;iiiiinL i luum has btfii .imcssiii^ the 
compctitivciu'^s nt nations for nearly tha-e dcciidcs since 
its first Competitiveness report in 1*>7'>. The reports 
study factors enabling ii.itimi.il economics to achieve 
sustained economic gi-owth and lon^-term prosperity. 
They provide businesses and policymakers with a 
bcnchntarking tool to enable an objective assessment of 
the rclacK'c stK-ngths and weaknesses of their national 
economies and to make informed comparisons between 
countrics.Thc outcomes can alscj help identity' best practice 
cases in specific areas. They often serve as a platform for 
public-private dialo^e and a basis (or policymaking. 
Box 1.1 outlines how the CCR results have been used 
to improve Croatia's competitiveness. 

Over the past years, Tifif Glohai Cmupetitiventss 
Report. Tfiv Clobiil Inloriiialion Tccliiwlo)^' Report and 
'Ilie Trntvl & Totirii.111 Coiiiprlititrncff Report h.we 
become part of the toolkit of policymakers in many 
countries around the world to highlight strengths and 
weaknesses and track progress over time. This chapter 
provides an overview of the nunhndologv' used by the 
World Economic Forum to assess llic competitiveness 
of nations. 

1.1 The 12 pillars of competitiveness 

With continuous pix)grcvs in theoretical and empirical 
economic research, the methodology used by the World 
Economic Fonnn to .iss^ss n.iiional competitiveness has 
inevitably evolved over tunc. Tlie latest step in this evo- 
lution IS the Global Competitiveness liule-x (CCI). wliich 
has been developed in cooperation with Profcs.sor 
Xavier Sala-i-Martin from Coluntbia University and was 
first introduced in 2iH)4. Since then, the GCl - a highly 
comprehensive index for measuring itational competi- 
tiveness, taking into account the niicruecononiic and 
macroeconomic foundations of national competitiveness - 
has been the World Economic Foruin's main vehicle tor 
assessing coinpctitivencss. 

The GCl is designed to assess the potential of countries 
to grow over the medium to longer term, taking into 
account the present level ol development, based on the 
understanding that competitiveness is the set of institxitions, 
policies and lactors that determine the level of productivity 
of a country. 

The level of productivity sets the sustainable level of 
prosperity that can be earned by an economy. More 
competitive economies tend to be able to produce higher 
levels of income for their citizens. The productivity level 
also determines the rates ol a'turn obtained by investments 
in an economy. Because the rates of return are the Rincb- 
mental determinants of the growth rates of the economy, 
a more competitive economy is one that is likely to 
grow faster over the inedium to long term. 



Tlits cl)jp!ei iJiawi a: i'd/d i Wa.w: at dt i'iC/aiiJ'fi'i.v.'iC anil Gcga iVO/ 
The Ukraine Competitiveness Report 2008 @ 2008 World Economic Forum ^ 



CHAPTER 1 

Assessing Competitiveness 
of Nations: The Global 
Competitiveness Index 

MARGARETA DRZENIEK HANOUZ 
THIERRY GEIGER 
World Economic Forum 



Box 1.1 Croatia boosts competitiveness 



The use of the Global Competitiveness Index by Croatia's National Competitiveness Council (CNCC)* is 
a good example of how the World Economic Forums benchmarking research can be carried for>\'ard and 
impact the policy agenda. 

Established in 2002, the council is a multi-stakeholder organization, comprised of 22 representatives of the 
biisincss sector, trade unions, the government, and acadeniia. Its ambition is to reform Croatia's economy to 
make it one of the 4(1 most competitive economics in the world by the time it joins the European Union (EU). 
One of CNCC's very first tasks was to collaborate with the World Econon>ic Forum to include Croatia in 
T7j»' Clobiil Comprlilivcncss Report (OCR). The council then used the results of the GCR., along with other 
data, to identify the strengths and, most importantly, the weaknesses impeding Croatia's competitiveness. The 
results were regrouped into seven categories: education, institutions, cost and price competitiveness, innovation 
and tcchiiolog\', strengthening of SMEs, regional and cluster development, change acceptance and leadership. 
Their analysis was presented in 2003 in the first Report on Croatian Coni/H'fi/iivM«i. The council then set up 
working groups of experts and practitioners with the task of formulating recommendations in each of the 
seven areas. This resulted in a total of 55 policy recommendations, which were reflected in the GCR results. 
Prime Minister Ivo Sanader made the reconuiiendations an integral part of his economic agenda, while the 
Delegation of the European Commission to Croatia also declared that 90% of the recommendations are what 
the EU expects Croatia to do enmutc to EU accession. 

A the same time, the council laid out four quantifiable 'National Strategic Objectives' to be met within Ht years, 
achiev,^blc through implementing the recommendations. It also invested - and is still s)>endiiig - time educating 
the public about the importance of competitiveness and (he need for change. 

Initially, the rcconmicndations were to be implemented by taskforccs co-chaired by CNCC representatives and 
government officials. However, this approach proved unsuccessfitl. Instead, ministries took on the responsibiUty. 
The council monitors progress through sur\'eys, interviews and other metrics. After two years, some 85% of 
the recommendations were at various stages of implementation. 

The GCR is not the only World Economic Forum publication used by the council. Released in 2007, Tlie 
liixominauliilioiii for tucrrasiii^ Injoriiialion anil Coiiimiinkalion Tithnologics (ICT) Coinpclithvni'fs of CrMlia heavily 
dr.iw on the findings of the World Economic Forum's Global Information Ti-cltnology Report to highlight the 
importance of ICT for economic development and push the ICT agenda in Croatia. The launch of major 
initiatives, such ;is e-Croatia and e-Educatiun, are direct outcomes of CNCC's elVorts in this area. 
CNCC also intends to promote the sustainable development of tourism in Croatia — a sector with tremendous 
potential — using the results of the World Economic Forum's recently publi.shed Tnnvl & Tbuiism Competitiveness 
Report 2(m. 

In addition, CNCC is one of the 140 institutions that form the World Economic Forum's community' of Partner 
Institutes. In this capacity, it conducts the annual Executive Opinion Surwy in Croatia and actively participates 
in the dissemination of the World Economic Forum's work. In return. Partner Institutes benefit from advanced 
and privileged access to results and to our unique cUtaset, as well as being part of a global network of experts 
on competitiveness. 

CNCC's success story is one among many. From Ecuador to Ireland, from Kuwait to Pakistan, examples 
abound of competitiveness councils, universities, think tanks and governments, making extensive use of the 
World Economic Forum's bcnfhm.irking work to boost the competitiveness of their country. 

* Wcbjitc: linp:/ /tivk. miilulink.hr. 
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a result, the concept of competitiveness involves 
static and dynamic components. The productivit\' of a 
country clearly determines its abihty to sustain a high 
level of income. However, it is also one of the central 
determinants of the returns to iuvestineni. which is one 
of the central factors explaining an economy's girowth 
potential. 

The World Economic Forum's experience in studj-ing 
competitiveness has made it clear that the determinants 
of competitivcnes arc many and complex. This is supported 



by economic research. The question of what determines 
the wealth of nations h-is long been at the forefront of 
economic research and has greatly influenced economic 
policymaking over time. In the 2nth century, ncocLissical 
economists emphasized investment in physical capital 
and infrastructure. What followed were investments in 
physical capital, particularly in transition economies, 
which had only limited results on the countries' wealth. 
Investment in physical capital was then complemented 
by education and training. Towards the end of the 20th 
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ctntury, tecliiiulogK.il lujcrKeconotnic stability, 

good govcrn.inrc, tlif r\i]c <^t l.iw, tmn^iiircnt and woll- 
(tiiicliuiiiiit; institutions, market urictil.itiun jnd many 
other factors were added. The influence of each of these 
faifors on productivity rests on solid tlieoretical tbundatious 
and makes economic sense; some have strong empirical 
support. In addition, econometric studies show that 
many of these factors need to be in place siniultancously 
for a coinitry to grow.' 

This evolution of economic thinking is aLso reflected 
in the development of the index used to assess the competi- 
tiveness of nations. Since 1979, when the first Competi- 
civcnc<!S Scorocard was published, the methodology has 
been regularly updated to reflect the Litest thinking in 
economics. Ukraine was first covered in 1997 when the 
Competitivcne?is Scorcboaal was still the ni.un methodology. 
It w.»s repl.ued in 2(Wi) by the Growth Coiupetitiveni'ss 
lnde.\ developed by Hiufessor Jeffrey Sachs, which served 
as the main instrument until 2fiO.S when the Global 
Competitiveness Index (C^CI). the ivirrent methodology, 
was introduced. 

The GC! encapsulates the latest thitikittg on competi- 
tiveness and captures the complexity of the economic 
growth pa>cess by taking into accoimt a weighted average 
at many ditlcrcnt components, e.ich ot which reflects one 
aspect of the comple.v reality of competitiveness. The 
components are grouped into 12 different categories, 
called the 12 piUars of aimpflilnrm'H.'l he tietailed slriictiia- 
of the GCI is presented in Annex A to this ch.iptcr. 

1st pillar: Institutions 

I he institutional environment fbrtiis the framework 
within which indi\'iduaLs, firms and governments iiitenict 
to generate income and wealth in the economy, and it 
therefore has a strung bearing on competitiveness and 
growth. It plays a central role in the ways in which 
societies distribute the benefits and bear the custs uf 
development strategies and policies. It also h-is a bearing 
on investment decisions and on the organization of 
production, Owners of land, corporate shares and intel- 
lectual property are unwilling to invest in the iinpiuvement 
and upkeep of their properrv' if their rights as owners 
are insecure, hiiually importantly, it property cannot be 
bought and sold with the confidence that the authorities 
will endorse the transaction, the ni.irket itself will fail to 
generate dynamic growth. 

But the nnporlance of institutions is not restricted to 
the legal framework. Government attitudes towards markets 
and freedoms and the efTiciency of its operations are also 
very important: over- regulation, excessive bureaucracy 
and red tape.' corruption, dishonesty in dealing with 
public contr.icts, bck of traasparency and trustworthiness, 
or the political dependence of the judiciary svMein 
impose significant economic costs on businesses. 

Private institutions are ako important in the process 
of wealth creation. As the large corporate scandals that 
have occurred over the past few years have highlighted. 



acciiuiiiiii>; iini reporting standards tor preventing fraud 
and nnsrinnageinent and for maintaining investor and 
consumer confidence are also important ingredients in 
the pmccss of wealth cre.ition. High ethical standards in 
all business dealings iiicre.ise the level of trust and thereby 
lower the cost ot transactions.' Furthermore, transparency 
of business operations ensured through strict accounting 
standards helps prevent fraud and mismanagement.'' 
These aspects are captured under the prii'ou: miituliom 
subpillar. 

2nd pillar: infrastructure 

High-quality infi-.istnicttirc is critical to ensure the efficient 
tlinctioniiig of the economy. It is also an important factor 
determining the location of economic activity and the 
kinds of activities or sectors th.it can develop in an economy. 
As such, infrastructure is an important driver of competi- 
tiveness and it has a significant impact on economic 
growth in a variety of ways.' For example, high-quality 
infrastructure reduces the distance between regions, with 
the result of truly integrating the n.itiiiiial market and 
contiecting it to markets in other countries and regions. 

Effective modes of transport for goods, people and 
services — such .is mads, railroads, ports and air transport — 
enable entrepreneurs to get their goods to market in a 
secure and timely manner. It also £icilitates the movement 
of workers around the country to the most suitable jobs. 
Economies depend on electricity supplies tliat are tree 
of interruptions and shortages to ensure that businesses 
and factories C4in work unimpeded. Finally, a reliable and 
extensive telecommunications network allows for a rapid 
and free flow of information, w hich increases overall 
economic efficiency by helping to ensure that decisions 
made by economic actors take into account all available 
relevant information. 

3rd pillar: Macroeconomic stability 

It IS certainly true that macroeconomic stability alone 
cannot incrca.sc the productivity of a nation. However, it 
b eqiwUv trtic that macnx'conomic disi»rray seriously Ivirms 
the economy.' The theoretical and empirical underpiimiii^p, 
of the relationship between a suble macrocconomy and 
grow th have been firmly established. Firms cannot make 
informed decisions when the inflation rate is high (typicaUy 
as a result of public finances being out of control), the 
financial sector cannot finicrion if the government runs 
huge deficits (especudly if. as a result, it represses banks and 
it forces them to lend ninncy at bclow-market interest 
rates), and the government cannot provide services effi- 
ciently if it has to make enormous interest payments on 
its past debts. In sum, the economy cannot prosper unless 
the macroeconomic environment is stable or favorable. 

4th pillar: Health and primary education 
A healthy workforce is vital to a country's competitiveness 
and pmducnsnty because wxirkcrs who an: ill cannot function 
to their full potenti.d. Poor health leads to sigiliflcaiit costs 
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ui InisiiK-ss. sil k vvui kcrs ak olttil al>sent or less proikit- 
dw. Investment in the provision of health services is thcR-toa- 
critical lur clc;ir ccotiutiiic a$ well as nionil cotindemliuiis. 

In addition to health, this pillar takes into account 
the qu.intity and quality of basic education received by 
the population. Learning basic skills increases the effi- 
ciency of each individual worker, making the econoniy 
more productive In addition, a workforce with little 
formal education can carry out basic manual work and 
finds it much more difficult to adapt to more advanced 
production processes and techniques. As a result, a lack 
of basic education can become a constraint un business 
development, with firms fmding it difficult to move up 
the value chain by producing more .sophisticated or 
value-added products. 

5th pillar: Higher education and training 
Quality higher education and training is crucial for 
economies that want to move up the value ch.»in beyond 
simple production proceses and products." In particular, 
today's globalizing economy requires economics to nurture 
pools of well-educated workers who are able to adapt 
rapidly to their changing environment. To capture this 
concept, this pillar measures secondary and tertiary 
enrolment rates, as well as the quality of education .is 
.isses&ed by the business cominuiiity.The importance of 
vocational and continuous on-the-job training, neglected 
in many economies, cannot be overstated as it ensures 
a constant upgrading of workers' skills to meet the 
changing needs of the production system. 

6th pillar: Goods market efficiency 
Countries with eRicient goods markets are positioned 
to produce the right mix ol products and services given 
supply and demand conditions. Such markets also 
ensure that these goods can be must effectively traded 
in the economy. Healthy market competition, both 
domestic and loreign, is important in driving market 
efficiency and thus business productivirs'. Such competition 
ensures that the most efficient firms, producing goods 
demanded by the market, .ire those that survive. To 
ensure the best possible environment for the exchange 
of goods, there must be a minimum of impediments 
to business activity through government intervention. 
For example, competitiveness is hindered by overly 
distortionary or burdensome ta.xes. and by restrictive and 
discriminatory rules on foreign ownership or foreign 
diivct investment (FDI). Market efficiency also depends 
on demand conditions such .is customer orientation and 
buyer sophistication. 

7th pillar: Labor market efficiency 

The efficiency and rtexibility oi the labor market arc 
critical for ensuring that workers are allocated to their 
most efficient use in the economy and provided with 
incentives to give their best efliirt in their jobs. Labor 



iiiaikcts must luivc the tie.xibility to shift workers tk>m 
one economic activity to another quickly, and to allow 
for wage fluctuations without much social disruption. 
Efficient labor markets must also ensure a clear relation- 
ship between worker incentives and their efforts, as well 
as the best use of available talent, which includes equity 
in the business environment between women and men. 

8th pillar: Financial market sophistication 

.^n efficient linaiicial sector allocates the resources saved 
by a nation's citizens, or those invested from abroad, to 
its ntost productive uses. A proficient financial sector 
channels resources to the best entrepreneurs or investment 
projects, rather than to the politically connected. As a 
result, a thoniugh .isscssment of risk is a key ingredient. 
A modern financial sector develops products and methods 
to enable innovators with good ideas to develop their 
business. A well-ftinctioning financial sector needs to 
provide risk capiul and loans, and at the same time be 
trustworthy and transparent. Therefore, productivity is 
enhanced by sophisticated financial markets that can 
make capital available for private-sector investment from 
such sources as loans fiuin a sound banking sector, well- 
regulated securities exchanges and venture capital. 

9th pillar: Technological readiness 

This pillar measures the agility with which an economy 
adopts existing technologies to enhance the productivity 
of its industries. This is a critical concept, as technological 
dirtcrcnccs have been shown to explain much of the 
variation in productivity between countries. The relative 
importance of technology adoption for national competi- 
tiveness has been increasing in recent years, as progress in 
the dissemination of knowledge and the increasing use of 
information and communication technologies (ICT) h.ivc 
become increasingly widespread. Whether the technology 
used has or has not been invented within a country's 
borders is immaterial tor the GCI's purposes in analyzing 
competitiveness. The central point is that the firms operating 
in the country have access to these advanced products and 
blueprints. This docs not mean that the process of innovation 
is irrelevant. However, the level of technology available to 
firms in a country needs to be distinguished (torn the 
country's abihty to innovate and expand the frontiers of 
knowledge. That is why technological readiness is a.sscs.sed 
separately from innovation, wliich is the object of the 
12th pillar. 

Because ICT has evolved into a "general purpose 
technology" of our time, " ICT .icccss and usage h.we 
become fuiidamental to determining economies' overall 
level of technological readiness, given the critical 
spillovers of ICT to the other economic sectors and its 
role as efficient infrastructure tor commercial transactions. 
For this reason, both the penetration of ICT and the 
presence of an ICT-fricndly regulatory framework arc of 
key importance to a country's overall competitiveness. 
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10th pillar: Market si2e 

The size of the market affects productivity because large 
markets allow firms to exploit economies of scale. ' 
Traditionally, the markets avaibble to firms have been 
constrained hy a nations borders. In the cm of" globalisation, 
international markets have become a substitute for 
donicsric markets, c^ccially for small countries. Although 
bttle rniearch exists on the rekcionship between market 
si7c and growth ", there is vast empirical evidence that 
shows that trade openness is positively associated with 
growth. Some recent rrscarch ca.sts doubts on the robustness 
of this relationship, however, it states that the effect of 
openness on growth is not negative.'' In light of this 
striking evidence in tavor ol a non-tiegative relationship, 
there is a general sense that the relationship between 
openness and growth is hkely to be positive and robust, 
especially for small countries with small domestic markets. 

This is why both domestic and foreign markets are 
taken into account when constructing the 1 0th pilbr of 
economic competitiveness, market size, by incKiduig 
both domestic and foreign markets in the nuMsurc of 
market size, it abo avoids discriminating against geographic 
areas such as the European Union that are bn>ken into 
many countries, but h.ive one common market. 

11th pillar: Business sophistication 

Business sophistication concerns the tiu.ility of a countrj'*s 
overall business networks, as well as the sophistication of 
the operations and str;itegies of individual firms. This is 
conducive to higher efficiency in the production of 
goods and services, leading to increased pR>diictivit\' and 
enhancing a nation s competitiveness. ' This pillar is 
particularly important for economies in the innovation- 
driven stage of dcs'elopmcnt (sec below). 

The quality of a coinitry's business networks and 
supporting industries, which is captured through variables 
on the quantity' and qualir>' of IcK'al suppliers, is important 
for a varict)' of re.isons. When companies and suppliers 
are interconnected in geographically pro.\imate gwups 
(clusters), etlicicncy is heightened, leading to greater 
opportunities for innovation and to reduced barriers to 
entry for new firms. Individual firms' operations and 
strategies - branding, marketing, p<^sitioning in the value 
ch-iin, and the production of unique and sophisticated 
products - all lead to sophisticated and modern business 
processes, as they spill over to other companies. 

12th pillar: Innovation 

The l.ist pillar of competitiveness is technological inno- 
vation. .'\lthough substantial gains can be obtained by 
improving institutions, building infrastructures, reducing 
nucrueconoinic instability, or improving the luiniaii 
capital of the population, all these fictors eventually run 
into diminislnng returns. The s;iiiie is true lor the etTicieiicy 
of the Libor. financial and goods markets. In the long 
run standards of living can be expanded only through 
technological innovation. Innovation is particularly 



iiiiportaiit for more advanced economies, i hese tend to 
operate at the technology frontier, so that the possibilities 
ol integrating and adapting exogenous technologies, as 
c.iptured in the 9th pillar, technological readiness, arc 
Umited."' 

Less advanced countries can still impmve their pioduc- 
tivit>' by adopting existing technologies or making 
incremental iinprnvcmcnts in other areas. Ho>*'cvcr, for 
countries that have reached the innovation stage of 
development, this is no longer sufficient. Firms in these 
countries must design and develop cutting-edge products 
and processes to maintain a competitive edge. This rec|uires 
an environment that is conducive to innovative activity, 
supported by both the public and the private sectors. 
In particular, this entails sufficient investment in research 
and development, especially by the business sector: high- 
quality M ienfific research institutions; coll.iboration in 
research between universities and industry; and the 
protection of intellectual property-. 

1.2 Competitiveness and the stages 
of economic development 

The first tenet on which the GCI is founded is that the 
determinants of competitiveness are many, complex, and 
open-ended. The second is that each pill.ir .itlects various 
CuuiUries dilFea-nlly; the l>est way lor Zimbabwe lo itnpitive 
its competitiveness does not hold true for Finland. As 
countries move along the development path, wages tend 
to increase, and to sustain this higher income bbor 
pix)duclivuy iiiiisl improve. 

The GCI ad.ipts Michael Porter's definition of 
stages.'^ In the first stage, the econonjy is factor-driven 
and countries compete based on their factor endowments, 
primarily unskilled labor and natural resources. Companies 
compete on the basis of price and sell basic products or 
commodities, with their low pn>diictivity reflected in 
low' wages. M.iintaiiiing competitiveness at this stage of 
development hinges primarily on well-fiinctioning public 
and private institutions (1st pillar), appropriate infra- 
structure (2nd pillar), a st.>ble macrocconomic framework 
(3rd pill.ir). .nul ,i healthy and literate workforce (4tli pillar). 

As w ii;> s rise with advancing development, countries 
move into the elliciency-driven st;ige ot development, 
when they must begin to develop mon- efficient pnHiuctioii 
processes and incre.ise product quality. Al this point, 
competitiveness is increasingly driven by higher education 
and training (3th pillar), efficient goods markets ((>th pilLir). 
wcll-fimctioning labor markets (7th pillar), sophisticated 
financial markets (Kth pillar), the ability to harness the 
benefits of existing technologies (9th pillar), and a bige 
domestic iir foreign market (lOth pillar). 

Finally, as countries move into the innovation-driven 
stage, they are able to sustain higher wages and the asso- 
ciated standard of living only if their businesses arc able 
to compete w ith new and unique products. .At this stage. 
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Figure 1.1 The 12 pillars of competitiveness 
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1 Table 1.1 Weights of the three main groups of pillars at each stage of de^ 


/elopment 




Subindex Factor-drivBH stage 1%) 


Efficiency-driven stags {%) 


Innovation-driven stage (%| 


Basic requirements 60 


iO 


20 


Efficiency enhancefs 3S 


50 


SO 


Innovation and sophistication factors 5 


10 


30 


1 



companies must compete through innovation (12th pillar), 
.md producing new ,ind ditTcrcnt goods using the most 
suphisticatL-d piuductiun processes (11th pillar). 

The concept of stages of development is integrated 
into the GCl by attributing higher relative weights to 
those pillars that are relatively more relevant for a country 
given its particular stage of development. That is, although 
all 12 pillars matter to a certain extent for all countries, 
the importance of each one depends on a country's 
sragc of development. To take this into account, the pillars 
are organized into three subiiidexes, each critical to a 
particular swgc of dc-\'ciopmcnt.Thc basic requirements 
subinde.x groups those pilLirs most critical for countries 
in the factor-driven st.ige.Thc efficiency enhancers 
subinde.x includes those pillars critical for countries in 
the ctTicioncy-driven stage. The innovation and sophisti- 
cation factors subinde.K includes all pillars critical to 
countries in the innovation-driven stage. The three 
subindexes are shown in Figure 1.1. 

The specific weights attributed to each subindex in 
every stage of development are shown in Table 1,1. To 
obtain the precise weights attributed to each subindex in 
the overall GCl. a ina.\imum hkelihood regivssion of 
GDI' per capita was run against each subindex for past 
years, allowirtg for different cocfBcients for each stage of 
development. The rounding of these econometric estimates 
led to the choice of weights dis|>l.iyed in Table I.I. 



1 Table 1.2 Income thresholds for establishing stages of development 1 


Stage of developnienl 


GOP per capita lUSS) 


Siage 1: Factor-dnven 


••. 2.000 


Transition from stage 1 to stage 2 


2,000 -3,000 


Stage 2. Efficiency-driven 


3,000 9.000 


Transition from stage 2 to stage 3 


9,000-17,000 


Stage 3. Inoovabon-driven 


> 17.000 


1 1 



Countries are allocated to stages of development 
based on two criteria. The first is the level of GDI' per 
capita at market exchange rates. 1 his widely available 
measure is used as a proxy for wages, as internationally 
comparable data for the latter are not available for all 
countries covered. Table 1.2 shows the GDP per cipita 
thresholds for the three main stages of developments and 
for the two transition phases. The second measures the 
extent to which countries are resource-b.-ised. We proxy 
this by the share of exports of primary goods in total 
exports (goods and services) and assunte that countries 
that export more than 70% of primary products arc to 
a large extent resource-based.'' 

Countries tailing in between two of the three stages 
are considered to be "in transition". For these coimtries, the 
weights change smoothly as a country develops, reflecting 
the smooth transition from one stage of development to 
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Table 1.3 Classification of selected countries into stapes of development 


Stage 


Comparalor countries 


Other countries in this stage 


ImporlanI areas for competitiveness 


Stage 1 Ifactor-dnrvenj 




Armenia, Egypt. Kyrgyz Republic. 
MMova, Philippines, Tajikistan, 
Uzbekistan 


Gasic requirements jcrlticall and 
efficiency enhancers Ivery tmportanti 


Transition from 1 to 2 


China, Colombia. Azert>aijan, 
Kazakhstan, Ukraim 


Albania, Bosnia and Herzegovina, 
Tunisia, Venezuela 


Basic requirements {critical] and 
efficiencv enhancers Imcreasingly 
importantl 


Stage 2 (efficiency-driven) 


Argentina, Brazil, Chile, Lithuania. 
Maxica, Poland. Romania. 
Russian Federation, Turkey 


Bulgaria, Latvia, Peru, Serbia, 
South Afnca. Thailand, Uruguay 


Basic requirements Ivery importantl 
and efficiency enhancers (cribcal) 


Transition from 2 to 3 


Estonia 


Czech f^epubiic, Hungary. 
Slovak Republic, Taiwan, China 


Same as above, but innovation factors 
become increasingly important 



Stage 3 (innovation-driven) Umted States Germany, France, Ireland, Israel, All tlnee areas important basic 

Japan, Korea, Spain, Sweden requirements, etllciencv enhancers 

and innovation factors 



another. By introducing this type ot tninsition between 
stages into che model — by placing increasingly more 
weight on those areas that ate becoming more important 
for the fonntry 'i conipctitiv-oness as the country develops - 
the GCI can gradually '"penalize" those countries that are 
not preparing for the next stage and re%\'v)rd those that are 
doing so. The classification into stages of' development ol 
comparator countrii-*; used in Chapter 2 of' this report 
and other selected economies is shown in Table 1.3. 

1.3 The Executive Opinion Survey 

Two types of data enter the CCl.Thc actual percentage 
varie?! as a function of the stage of development; iumev- 
cr. about .^5% of the variables are composed of hard data 
from publicly available statistical sources that ensure 
international roinp.irahiliry, such as the World Bank or 
the International Monetary I'und. The K-maming indicators 
come from the results of the World Economic Porum's 
annual Executive Opinion Survey (Survey). 

The aim of the Survey is to capture the qualitative 
dimension ol specifit aspects of competitiveness and to 
provide comparable data for all countries covered by the 
report on issues for which there are no existing hard data 
indicators. This highly specialized survey is conducted 
aniuially by the World Econonnc Forum in all countries 
covered by the report. Business leaders are asked to ai^rss 
specific aspects of the business environnienc in the country 



in which they operate. As described in Bo.\ 1.2, for each 
Survey question, respondents are asked to give their 
opinion about the situation in their country of residence, 
compared with a global norm. 

To ensure that the Survey is conducted thoroughly 
and consistently across the 131 countries, the World 
Economic Forum has estabhshed collaborative partner- 
ships with a ner^vork of Partner Institutes based in each 
country covered by the report. Typically, the Partner 
Institutes are recognized ccononiics departments of 
national universities, independent research institutes, or 
business organizations. In LJkraiiic, the C'entre tor .Social 
and Economic Research Ukraine (CASE) is the Forum's 
Partner Institute. 

lo ensure that the sample is selected consistently 
around the world, a detailed set of guidelines has been 
developed by the Forum for the Partner Institutes, to target 
top management business executives, with a particulir 
focus on siirveying the most sizeable employers. In addition 
to relying on Partner Institutes to collect surveys in their 
respective countries, the Forum's member and partner 
companies are also invited to participate in the Survey. 
A detailed breakdo\Mi of the Ukrainian s.iniple over the 
past two years is given in Table 1 ,4. 

Sample sizes vitry according to the size of the economy. 
In 20117, a record total of 1 1,406 responses were used 
in the final Ci'A calculations, iip from 1 1.232 in 2006. 
In recent years, the number of surveys per country 
.iveraged W with higher numbers for larger countries. 



Table 1.4 


Distribution of respondents to tlio Executive Opinion Survey in Ukraine by firm size in 2CI0b and 2007 






Edition 


Sample 
site 


<101 
(%l 


101 1,00« 

I%1 


1,001 b,(H)0 
1%) 


bOOl 20.000 
(%l 


> 20,000 
(%l 


No respoitse 
(%! 


2006 


159 


72 


19 


4 


1 


3 


1 


2007 


84 


33 


44 


18 


2 


0 


2 





The Ukraine Competitiveness Report 2008 © 2008 VUorld Economic Forum 



Box 1.2 Example of a typical Executive Opinion Survey question 

Most quescions follow the same structure, asking participuiils to eN-aliiate, on scale of I to 7, the current condition 
of wrious aspects of their particular operating environment. At one end of the scale, I represents the worst 
possible operating condition or situation, and at the other end of the scale, 7 represents the best. For example: 



Intellectual propcrr>' protection in your country: 
Is weak and not enforced 



Circling 1: 
Circling 2: 
Circling 3: 
Circhng 4: 
CircUng S: 
Circling 6: 
Cirrliiit; 7: 



1 


2 


3 


4 


5 


6 


7 



7 Is strong and enforced 



means you agree completely with the answer on the left-hand side 

means you largely agree with the left-hand side 

means you somewhat agree with the left-hand side 

means your opinion is inditferent between the two answers 

means you somewhat agree with the right-hand side 

means you largely agree with the right-hand side 

nuMiTi von .igri'i- l onipli'ti'ly with thi- .inswi-r on the right-hand side 



Box 1.3 Cleaning up the Executive Opinion Survey dataset 

Prior to the computation of country scores, the Survey dat.iset undergoes a thorough verification process .limed at 
excluding ob\'ious outlying ir^onses and responses from very small companies (which might be less able to com- 
pare their operating environment to a global sundard), based upon a set of exclusion criteria. 

A questionn.iire is excluded from a countrx's sample if: 

• the count of 1 (i.e., the number of questions in the questionnaire to which the njspondent answered 1) exceeds 
the average count of t in the respondent s country by more than three standard deviations. A similar rule applies 
for the count of 7; 

• the count of one particuLir interjncdiate answer (2, .1, 4, 5, or 6) represents more than 85% of .ill answers; 

• the average score across the entire questionnaire departs tixim the countr\' average score across all questionnaires 
by more than three standard de\'iations; 

• the respondent works for a company with a scafTof fewer than UK) employees and revenues of less than 
US$ 10,0(10 in the respondent's country-; and 

• the completion rate is 50% or less. 



For Ukraine, the sample consisted of 84 companies in 
2fHl7 and 159 in 2(Mif>. 

Once the data is entered, it is subjected to a rigorous 
quaht>- control process. FollowHng a careful verification 
of the Survey dataset (see Box 1 .3). individual responses 
to each question arc then aggregated at the country level 
to produce country scores for each question. Country 
scores are used in the computation of the Global 
Competitiveness Index, together with the hard data 
indicators. 

The country scores are computed using a moving 
.wcragc, which consists of taking a weighted average of 
the most recent years Survey results together with a 
discounted average of the previous year. 

There are ses'eral reasons for doing this. First, it makes 
the results less sensitive to the specific point in time when 
the Survey is .administered, thus reducing wriations in the 



results due to current developments in the country from 
one year to another Second, it increases the amount of 
available information by providing a larger sample si^e. 
Third, it is a better .ipptroimation of the .average sentiment 
of the business conununir>' throughout the year. Because 
the Surwy is carried out during the first quarter of the 
year, the aver.ige of the responses in the lirst quarter of 
2006 and first quarter 2007 is a better measure of the 
sentiment of the whole year than the n»easures of just 
the first quarter ol 2007. As a result, this weighted average 
better aligns the Survey data with many of the hard data 
indicators, which are year-average data. 

To calculate the moving .iverage, a weighting scheme 
is used composed ot tvvo overlapping elements. On one 
hand, we want to give each response an equal weight and, 
therefore, place more weight on the year with the Liger 
siunplc size. At the san>c time, we would like to give more 
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Box 1.4 Country score calculation 

For any given Surve>' question, ^j, country C's score, ^f^f"', is given b)'; 
where 

is country Cs score on question in year T, with T= 2(W<5, 2007 (see equation (2) below); 
(ll^^ is respondent Ms response (on a 1 to 7 scale) to question in year T; 
i^^^ is the sample size (i.e.. the number of respondents) for country C in year '/; and 
W^f is the weight applied to country c's score in year T (sec below). 

Country C\ score for year T is computed as follows: 



a! = Ji^i (2) 

The weiglits for each year are determined as follows: 

(1-0)+ £ 

W}" = — (3a) 



and 



a + 



"V"" = — — — ■ (^b) 

Plugging equations (3a) and (3b) into (1) and rearranging jiclds: 

if 1 1 r iv™* 1 

• ■ 

In equation (4), the first component of the weighting scheme is the discounted-past weighted average. The second 
component is the sample-size weighted average. The two components arc given a half-weight each. The value for 
a is 0.6, which corresponds to a discount factor of 2/3. That is, the 2006 score of country C is given 2/3 of 
the weight given to its 2007 score. One additional property of this approach is that it prevents a country sample 
that is much larger in one year from over^\'helnling the smaller sample from the other year. 

An example 

For the sake of concreteness and clarity, we compute the score of Ukraine on indicator 1.01 on the protection of 
prr>pcrt\' rights, which is part of the 1st pilLir of the GCI. 

Using formub (2) above, we compute Ukraine's score for each year 3.37 in 2006 and 3.21 in 20O7.The weighting 
scheme described above serves to define how these two scores are combined. In Ukraine, the size of the sample 
was 1 5^ in 2(M)6 and 84 in 2007. Using a=0.6 and applying formubs (3a) and (3b) yield weights of 52.7% for 
2006 and 47.-3% for 2(K)7.The final countn' score for this question is given by formula (1): 

.527 • 3.37 * .473 • 3.21 = 329. This is the score used in calcubting the GCI. 



2>'H^ 2* M (7 

.Mthough numbers wrrc rounded to twa decinul places in this example, exact figuics were used in the actual calculation. 
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wolglu to die most a'ccnt ivsptmsci btcause tla-y contain 
more updiitcd information. Th.ic is, we also "discotnit the 
pList". The niecliudology for conipuiing country scores and 
a clarifying example are presented in Hox 1 .4. 

1.4 Conclusions 

This chapter presented an over\'iew of the Global 
Competitiveness Index, the World Economic Forum's 
main methodology for assessing competitiveness, which 
will serve as the main vehicle for assessing Ukraine's 
competitiveness in this report. The GCI captures what 
government and business leaders have tnown for a long 
time. Competitiveness is a complex phenonienou and 
the overall level of competitiveness of a nation can be 
improved only through ,i wide array of refornts in different 
areas. The GCI also highlights the fact that the priorities 
arc different for different countries, depending on their 
level of development. 

The GCI is .in instrument that can be used to identify' 
the competitive strengths of a country, as well as the barriers 
to its economic progrcs.s. It can also be used to csbihlish 
comparisons with neighboring countries and the rebtive 
position in the overall rankings a particular country hold.s. 
I'olicyinakers should also pay attention to the rebtive 
scoa-s for each of the subcitcgorics for each of the pillars. 
The GCI is constructed by combining liard data with 
the opinions of the top business leaders answering the 
Executive Opinion Survey questions. a result, the 
relative scores of the various subcategories of the GCI 
provide useful inlormation as to what the priorities lor 
reform should be, both from the cold reality of the hard 
data and I'roin the point of view of the business com- 
munity that is currently operating in the country. 



Notes 

1 See. for example, Sala-i-Manln. Oappelhofet, and Miller 2004 fM an 
extensive list of pottntlally robust determinants of economic grcwifi. 

2 See Acemoglu. Jotmson and Robinson 2001 . 2002, f^otlnli. SubramaiMn. 
and Treb 2002;: and Sala-I-Manm and Subramanian 2003. 

3 See de Soto 2000 

4 See (ie Soto and Abbot 1990. 

5 See Shieifer and Vishny 1 997: Zinga les 1 998 

6 See Kaufmann and Vlsfiwanath 2001, 

7 See Sramlicti 1994: Aschauer 1989: Canning, Fay and Perott1 1994: and 
Easterly 2002. 

B See fischer 1993, 

9 See for example fisher 1993 

10 See Saclis 2001. 

11 See Schult2 1961. Becker 1993, Lucas 1988. and Kramer 1993. 

1? See Agtiion and Howilt 1992 and Bairo and Sala-i-Martm 2003 for a 
technical exposition of technofogv-bBsed growth theories. 

1 3 A general purpose technologv (GPT). acxoiding to Trajlenberg 2<Xb. rs one 
which in any givs II ' - ^ a particular conlributiwi to the overall 
economy's giovit . ability to traiicfarrolhenHihods of 
production in a wide atraiy of industries. Examples of past GPTs are the 
invention of the steam engine anti ttM electric dynamo. 

14 At least in some indLElries (here is ncroeconomc eMdenoe lhat economies 
of scale lead to productivity inctesse. 

15 For an oveivierkv, see Alesina. SfMbore and Wacziarg 2005. 

16 See Frenkel and Romer 19S9: Rodrik and Rodriguez 1999: and Sachs and 
Warner 1995 

17 See Alesina. Spolaore and Waoiaig 2006, 

18 See Porter 1990. A recent study at the London School of Economics has 
shorwn that cSfferences in the quality of managemem among finns 
explain variations in their productivitY, see Bloom and van Reeiien 2007. 

19 See Rnner 1990 Agfrim and Hnvitl 1992. and GmssnanandHelpnan 1991 

70 Probably the most famoiE theory o1 stages ol development was deveiaped 
by the American historian W.W. Rostov/ in the 1960s. 

21 To capture the resource intensity of the economy, we use as a proxy the 
exports of mineral products as a share of overall exports acconjing to ttie 
sector classification developed by the Iniernaiionai Trade Centre in its 
Trade Periermance Index In adtttien t« crude oil and gas, this categary 
alto contains all metal ores and othar irinmis, as well as petroleum 
products, kquef led gas, coal, and precious stone; f iriher information on 
itiese data can be fouid at hnp://Www^ intiac8aocgAneniB/icounliies.lnin. 

All caumries that export more than 70% of mineral products are considered 
to ba to some extent resouree-based The stage of develoiinient for 
thesa Goutwies is adjusted dowrwaid smootfity dipanding on the exact 
piimaiy eiiport share. The Ngher the minerals export share, the stronger 
the adjustment and the closer the country wl II move to stage 1 . For 
example, a country with 95% or more of its exports In minerals and thai, 
based on the inconw criteria, would be in stage 3, will be in transition 
between stages 1 and 2 The income and primaiv exports cntena are 
weighted identically Stages of development are dictated ifiiquely by 
income for countries thai export less than 70% minerals. Countnes that 
export only pnmary products would automatically fad into the factor- 
driven stage (stage 1). 
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Annex A: Structure of the Global Competitiveness Index 2007-2008 



ThK appendix details the structure of the Global 
Competitiveness Index 2mi)7-2i)I)» (GCl) introduced in 
Ckaptcr 1 , and provides notes on its computation. 
Appendix li provides detailed iiiforniation on all of the 
indicators comprising the GCl. 
The percentage next to each category represents the 
category's weight within its inimediate parent category. 
The computation of the GCl is baiscd on succcsdvc ;^grcgitions 
of scores, from die Viiriable level (i.e.. the lowest level) all the 
way up to the overall GCl score (i.e., the highest level), using 
the weiglits reported ni the clupter. For example, the score 
a country achieves in the 9th pillar accounts for 17% of this 
country's score in the efficiencv cnhaiaers subitidex. Similarly, 
the score achieved on the ncrworks and supporting industries 
subpiDar accounts for 5(1% of the score of the 11 th pillar. 
Reported percentages arc rounded to the nearest integer, 
but exact figures an; used in the calculation of the GCl. 
The wr^t ol each ot the three subindcxcs (Knc irquiremcnts, 
ctEcicncy cnkinccrs, and innovation and busines; sophistication 
faciois) depends on each country's suge of development, .is 
di<!cu<»ed in the chapter.' 

The hard data indicators used in the GCl are nornuli^eil 
on a I to 7 scale in order to align them with the Executive 
Opinion Surveys resuks.'' 

Those variables that arc followed by the symbol ' " enter 
ilie GCl in two different pbces.To avoid double counting, 
we give them a half-weight in each pbcc by dividing their 
value by 2 when computing the aggregate score for ilie 
rwo categories in which they appear.^ 



2nd pillar: Infrastructure 

A. General inlrastructiire 

2 01 Quality of overall infrastructure 

B. Specific infrastruclnrB 

202 Quality of roads 

2.03 Quality of railroad infrastructure 

2 04 Quality of port infrastructure 

2.05 Quality of air transport infrastructure 

2 06 Available seat kilameters lhard data) 

2-07 Quality of electricity supply 

2 06 Telephone lines (fiard datal 

3rd pillar: Macroeconomic stability 

3 01 Government surplus,''deficit (hard datal 

3.02 National savings rate lhard data) 

3.03 inflation (hard data)'' 

3.04 Interest rate spread lhard data) 

3.05 Government debt (hard data) 



.25% 



.50% 



25% 



4th pillar: Health and primary education 25% 

A, Health 50% 

4 01 Business impact of malaria' 

4 02 Malaria Incidence (hard datal' 

4.03 Business impact of tuberculosis' 

4 04 Tuberculosis incidence lhard data)' 

4.05 Business impact of HIV/AIOS" 

4.06 HIV prevalence (hard datal 

4.07 Infant mortality (hard data) 
4 08 Life expectancy (hard datal 

B. Primary edecalion ._ 50% 

4 09 Quality of pnmary education 

410 Primary enrolment (hard datal 

4.1 1 Education expenditure lhard data)^ 



Basic requirements 



WeilMl'Mwilhr 
MfTKlllat* 

parcn: ci1egar>- 



1st pillar: Institutions 25% 

A. Public inslitutiois 75% 

1 . Property fights „ „ 20% 

1.01 Property tights 

1.02 Intellectual property protection" 

2. Ethics and corruption 20% 

1 .03 Diversion of public funds 

1.04 Public trust of politicians 

3 Undue influence 20% 

1.05 Judicial independence 

1.06 Favoritism in decisions of government oHicials 

4. Government inefficiency „ 20% 

1.07 Wastefulness of government spending 
1 06 Burden ot government regulation 

1.09 Efficiancy ot legal tramawork 

1.10 Transparency of government policymaking 

5. Security _ 20% 

111 Business costs of terrorism 

1.12 Business costs of crime and violenca 

113 Organized crime 

114 Reliability of police services 

B. Private instiliitioRS . . . 25% 

1. Corporate ethics 50% 

1.15 Ethical behavior of firms 

2 Ac counta bllilv » 50% 

1.16 Strength of auditing and reporting standards 

117 Etficacyof corporate boards 

1 18 Protoction of minority shareholders' interests 



Efficiency enhancers 

5th pillar: Higher education and training 17% 

A. Quantity of educatio* „ - 33% 

5 01 Secondary enrolment (hard data) 

5 02 Tertiary enrolment (hard data) 

4.1 1 Education expenditure lhard data)''' 

B. Quality of edicalion 33% 

5.03 Quality of Uie educational system 
5 04 Quality of math and science education 
5.05 Quality of management schools 

5 06 internet access in schools 

C. On-the-iob haining - 33% 

5.07 Local availability of specialired research and training 
services 

5.08 Extent of staff training 

Gth pillar: Goods market efficiency 17% 

A. Coinpelitioii.~ 67% 

t . Domestic competition _..,„.„.„,..„_. variable' 

6 01 Intensity of local competition 
6.02 Extent of market dominance 

6 03 Effectiveness of anti-monopoly policy 
6 04 Extent and effect of taxation''^ 

6.05 Total tax rate lhard data)''' 

6.06 Number of procedures required to start a business 
(hard datal' 

6 07 Time required to start a business (hard datal" 

6.08 Agricultural policy costs 

2. Foreign competition variable' 

6.09 Prevalence of trade barriers 
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Cc 



6.10 Trade-tveighled lanll rate ihard data) 

6.1 1 Prevalence of foreign ownership 

6.12 Business impact ol rules on FOI 

6.13 Burden of customs procedures 

10.04 Impons as a percentage of GOP (fiard datal 

B. Quality of dentand conditions _ 33% 

614 Degree of customer orientation 
6.15 Buyer sophistication 

7th pillar: Labor market efficiency 17% 

A Rexibility 50% 

7 D1 Cooperation in labor-employer relations 
7 02 Flexibility of wage determination 
7.03 Non wage labor costs Ihard data) 
7 04 Rigidity of employment Ihard data) 

7.05 Hiring and firing practices 

6 04 Extent and effect of taxation'^ 

6 05 Total tax rate (hard datal''' 

7.06 Firing costs jhard data) 

B Efficleni use ol talent 50% 

7 07 Pay and productivity 

7.08 Reliance on professional management''' 

7.09 Brain dram 

7.10 Female participation in labor force (hard datal 

8th pillar: Financial market sophistication.......... 17% 

A. Efficiency 50% 

8 01 Financial market sophistication 

8 02 Financing through local equity market 

8.03 Ease of access to loans 

8.04 Venture capital availability 
8.DS Restriction on capital flows 

8.06 Strength of investor protection Ihard data) 

B. Trustworthiness and conlidenca 50% 

8 07 Soundness of banks 

8.08 Regulation of securities exchanges 

8.09 legal nghts index Ihard datal 

9th pillar: Technological readiness 17% 

9 01 Availability of latest technologies 
9.02 Firm-level technology absorption 
9 03 Laws relating to ICT 

9 04 FDI and technology transfer 

9.05 Mobile telephone subscribers Ihard data) 

9.06 Internet users (hard data) 

9 07 Personal computers Ihard data) 

9 08 Broadband Internet subscribers Ihard data) 

10th pillar: Mar1(et size 17% 

A. Domestic roarkot size 75% 

10.01 Domestic market size index (hard data)*' 

B. Foreign market 8i/e„ 25% 

10 D? Foreign market si7e index Ihard data)' 

Innovation and sophistication factors 



11th pillar: Business sophistication 

A. Nfllworks and supporting industries 

11.01 Local supplier quantity 

11.02 Local supplier quality 

11.03 State of cluster development 

B. Sophistication ol firms' operations and strategy 

1 1 04 Nature of competitive advantage 
Value chain breadth 
Control of international distribution 
Production process sophisticabon 
Extent of marketing 
Vi^illingness to delegate authority 
Reliance on professional management'''' 



,50% 
-.50% 



.50% 



11.05 
11.06 
11.07 
11.08 
11.09 
708 



12th pillar: Innovation 50% 

12 01 Capacity for innovation 

12.02 Quality of scientific research institutions 

12.03 Company spending on R&D 

12.04 University industry research collaboration 

12.05 Government procurement of advanced technology 
products 

12.05 Availability of scientists and engineers 
12.07 Utility patents (hard datal 
1.02 Intellectual property protection''' 

Notes: 

a Trie standard lormula for comErting l»rd data is the fullowing: 
kiMintrv sc ar« sarnpl« ininimuml 



Sx- 



lumple maximum sampte miniimiml 
The sample nviiinuin and samjile maKimum are. respectively, the limsst and 
ligliait counHy aoons m the sample ol counnies cowered by the GCL ki some 
inaniicee, adfuttnenti wars mada la account for axueme audiers. fa thou 
haid data variables for Mtach a higher value mdicaies a iMOoe oulcanie ^e^H . 
disease incidence; govemneiil OM). we lely cn > nonnallnMiga fonnula ttial, 
in aditlikw tocoiMnlng 0« ted« M> » 1 to 7 scah. reitenes IL so Itat 1 and 7 
silll corresponds to the went and best possible ouioomes, respetlwetir 
(countjyscw*-sampt*minlmum| 
I lamplt mMimum ' sample iTiinimiiiii) 

bi As described in thechaiilai. ttie '.v^mght^ sic 'allowing: 





Factor- 


Elflctency- 


Innmalian 




drivsn 


driven 


drivcR 


Mtelghtt 


ttaoe|%) 


itage |%) 


stage (%) 


0>i.iii: i(!i|uiii!mcnls 


60 


40 


7<i 


tlt)[:«ncy eiilMrtcers 


35 


50 


50 


binovnmn hictorx 


5 


10 


30 



c. For ihne gnxgn of variaUes Htat contain one or several hall-vraighi iiahaMas. 
country scores for those groups are computed as MIowK 

(tumor swajoftM-wigln wartflbiatl»yy(sMn or lewionialf-wWQiitMiiiaaiM) 
IcauMar M-migMvaHibtosI- I^KlcDunial tial'mlghlraiiibmi 

d. In Older to capture (he idea that both high mllalion and deflation aie deOrimental. 
MAtdon enwrs (h« nwM in a U shaped manner as tallows; lor values of inllatton 
between 05 and 2 9%. a cowitry mows ihe highest possiMe sum of 7 Outside 
this range, scores decrease Imaarly as their move avwy Hon llwss values. 

a. The impact of malaria, tuberculosis, and HIV/AOS en conftetnivanesa depends 
not only on their iBspectiiiio incidence rales, but also on how costly their ate for 
L Therahxe. in onkr to estimaH tie impact of each oflhelhraediseaEas. 
a its IncideKB rata with the sureey question on its pan:eived coet to 
businesses. To combine these data we tntt (ate the lauo ot each oounhys disease 
inddanoa lale lahitive (□ the hi^st modenoe rate in the whale sample. The 
Irwise ol Ita rato b Vieh imltitM by «ach counvy it score on the related st^ 
quesilon. Tins piodiKi a Hieit nonnilized lo « I w 7 scale Note that countdas 
wilh ian> leporlBd incidance ieDsn«a7,rsggrdlesal their sniies on the relaiad 
survey qiiesSon. 

TTie Dompetilrai subpillar is the MeightBd average ol two componants: domasbc 
conpebdion and foieign campebtioa In both components, the indudad variaUas 
pravide an indtcation ol the extent to which competihan is distolad. The idalim 
impoitance of these distoniora depeniti on the relative siie of domealicwanuB 
iMCigncamiietilian. Thisinuiaclian batwaan itie domeelic maritst and the fcreign 
mditt I* caplttied by the way we deMmlne ihe weights «f the two coirponents 
Oomesiiccoinpeiiton Is the sum of oonsumpiion (CI invesment (l|. gotfemment 
spending (Gt. and wports QIX whiio loieign competition is oqu^ lo i\vr"''s 'W 
Thu$w««sstgn8vii«ighiol|C>l<Ci!(|i^l>)l)G<X«Ad|i»domi..iir i ' 
and a waigM of M/|C»li(i«X4M) to lureign compedlnn. 
Vanables G 06 and C.07 combine to forni one saigle variaUa 

The siiE of the dcmsstic nafket is Donstniclad by takmg the natuial log of the 
sum 0^ the gnss doresbc product wlued at PPP fka the total value IFfP esbmatesl 
of imports of goods and aenices, minis the (atai value (PPP estinutes) ot 
a^ont flf goods and aerwcai. Data are IkeniunmlijBd una 1 to? scale. PPP 
•stlimtes ol Imports and enports ant obtained by taUng Hie pmluci ol exports 
» a peiceniage d GDP and GOP vatued at Pri* The indedylng data «e reported 
m On Data TaUas section of The Global Cimpelitnmess Deparf ZOOT-2008 

Hn sia of the ibieign madcal is esbmaled as the natural log of the total value 
iPPP estiltwlasl od eiqnrti of goods and services, mnnalitBd on a 1 M 7 a:aia 
FFP eatimaias ol eiiports are obtained by tabng the preduct of anpons as a 
paicantage of GDP and GDP valued at PPP. The undedying data are reporled m 
the Data Tables secbon o< T/le filoM ComiietiOfeitBis flepon 2tXff-2aOB 
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Annex B: The Global Competitiveness Index 2007-2008 data 



The following section proxndes detailed information, 
including coinpotacton ntethods and sources, on all the 
indicators that enter the Global Competitiveness Index 

2m7-nm (GCI). 

For each indicator, the title appears on the lint Knc, preceded 
by its number to allow for quick reference. The numbering 
is the s.mie as the one used in Appendix A. Underneath is 
a dc^Tipcion of the indicator or, in the cave of F.xccutivc 
Opinion Survey data, the HiU question and assocLited answers, 
If ncccwary, additional information is pms'idcd underneath. 
For the hard data inJiialors. the data used for the GCI 
represent the best available estimates from various inter- 
national agencies, private sources, and national authorities 
at the time the index w.is computed. It is possible that some 
data will have been updated or revised after publication. 



1.01 ProiMrty rigbls 

Propert\' ngttts, including mar financial assets (I =ar8 poorly 
defiftaS and not pmieaed bylaw. 7= are dearly defined end well 
pnUecled by law) 

Soutc«' WnrM f rnnrnin- Forum. EniicutiW Opinton Sutvvy 2006, 2007. 

1.02 Intellectual property proteclion 

Intellsclual properly protectim in your country fl =is weak and 

not enforced 7 = is strong and enforced) 

Source: Wortd Economic Forum. ExBCWive Opinron Survey ZC06, 20O7 

1.03 Ohraraioi of public lands 

In yciif ami!}: dimsiw ofpubHc funds to ampanies. ir)di\nduals. 
or groufis dua to carrdptioo (I •)$ common, 7 • never occufsl 

Source: World Economic Forum. ExeciAive Opinron Survey 2006, 2Q07 

1 .00 Public trast of polilietaas 

l^lic trust tn the tinanaal honesty of poUtkiars is (I « very low, 
7=verylnghl 

Source Wortd Econooitc Forum, Exteulivt Op^Mon Survey 2006. 20O7 

1.05 Jidiclal laitependeic* 

te trie iiAri.v/ inyou' country irvieperjder^l from poktical influences 
of members of g<nemmer\t. dtiierts. or firms? ft = iw-lieevily 
mfkienced, 7 = yas - enUrety irutependenll 

Source World Economic Forum. Exoculive Opinion Survey 2006, 2007 

1 .06 Favorilism in decisions ol govBraiaent oil iciats 

Wtien daading upon policies and cimlracis. govenmml olfiaals 
11 - usually fam vnell-connected firms and individuals, 7 » are 
nautrall 

Source: World Econoimc Forum, Executive Opimon Survey 20O6, 20O7. 

1.07 Wasleiulness ol governinent spending 

Public spmtng in your cowMry it 'is wasteful, 7 - provides 
necessary goods and services not provided by the market! 

Source: World Economic Forum, Executive Opincon Survey 2006, 20O7 

1.08 Burden ol govermneni regulation 

Comp^ing vyitti administrative reQutrements (permits, regulations, 
reportiitg} issued t/y the government in your country is 
H = burdensome. 7 = not bunlensemel 

Source: World Economic Forum, Executive Opimon Survey 2006, 20O7 



1.09 Efficiency ol legal framework 

}l:e itydl trunienxvli ybw aiuntry for private liusinesses to settle 
disputes and challenge the legality ofgorenvnent actions and/or 
regulations II = is meffiaant and sub/ect to manipulatiao. 7= is 
effiaent and follows a clear, neutral process) 

Source: World Economic Forum, Executive Opinion Survey 2O06, 20O7. 

1.10 Transparency of government policymaking 

A/B hnns in year country usuaily intormed clearly by the goremment 
on changes in policies and regulations ejecting your indusoy? 
II = never informed: 7 = always informerSI 
Source: Wortd Economic Forum, Executive Opinion Survey 2006, 2007. 

1.11 BusiiMss costs of leflorisn 

Ihe trxea' ol 'erwnsm :n your counby (I = impose sgntficant costs 
on business, 7 - does not impose signdicant costs on business) 

Source: Wortd Econoinc Forum, Executive Opinion Survey 2O0G, 2007. 

1.12 Business costs of crime and violence 

Trie ,'iv.'ssnce c' coohT,oi^ niiu^ ami v, r./CYice feg , street muggings, 
firms being looted) it = impasas significant costs on businesses, 
7= does not impose significant costs on businesses) 

Source: World Economic Forum, Executive Opinion Survey 2006, 2007. 

1.13 Oi\|anized crime 

Organireri airve, suc/i as mafia-onented racketeetirg, extorbon in your 
counby II > imposes significant costs on basitmses, 7 • does not 
impose significant costs on businesses) 

Source: World Econom Forum, Executive Opinion Survey 2O06, 20O7 

1.14 Reliability of police services 

fl»fee senmes 1 1 = cannot be relied upon to protect businesses from 
criminals. 7 = can be relied upon to protect businesses from aiitvnals) 

Source: Wortd Econon^c Forum, ExecutiiM Opinion Survey 200G, 20O7. 

1.15 Ethical behavior ol firms 

The corporate ethics (etfucal behavior in interactions witt) pu&Ae 
officials. poUtKsans. and other enterprises! ol firrrts in your country 
die 11 • among ttie worldi worst 7 • among the best in the world) 
Source: World Econoinic Forum, Executive Opinion Survey 2006, 20O7. 

1.16 Strengtb of auditing and reporting standards 

Financial aMlmg and lepoittiy Hanodiiii reyai-Ji.'iy company 
financial performance in your country aretl = BAlremefy we^, 
7 = entremely strong, the best m the world/ 
Source World Economic Forum, Executive Opimon Survey 2006. 20O7 

1.17 EH icaey of corpante boanh 

Corporate governance by investors and boards of directors in your 
country is characteriisd by ft* management has little accountabiHiy. 
7 = investors and boands exert strong supervision of management 
riedtiottst 

Source: World Economic Forum, Executive Opinion Survey 2006, 2007. 

1.10 Protection of minority shareholders' interests 

iVifc'tiii L.'i'iuiuviL't i-'uiii'ii.iUii;. ni jLU' i\Ai':'j\ ixei) ^notprolected 
by law arsi seldom recogni/ed by majority simretiolders. 7 = prolecled 
bylaw and aaively enforced) 

Source: WoiM Econoinc Fenim, Executivs Opimon Survey 2006, 2007. 
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2.11 Quality ol oraraH i riia al into w 

iieneral mfmstiucSure m your covnfy is)l = undertieveloped. 7 -as 
extensive and efficient as the world's best) 

Source: World Econonic Forum, Executiva Opinion Survey 200S, 2007. 

2.12 Quality of roads 

Hoixi-j !<: t L'Lv ^ bw^tiy are II - underdevahpad. J - extensive ara 
ettiaent by intmnational standanis) 

Sourco WofM Econom Forum, Exotutivo Opinion Surwy 2006, 20O7 

2.S3 Quality of railroad inlrastruclura 

fiainaiti; m yous cown^t ate 1 1 - lUxiBtdeveloped. 7= as axlensiva 
and efficient as the noridi t>est/ 

Source: World Econonw: Forum, Executive Opinion Survey 200S, 2007 

2.H Quality of port infrastructure 

fcvr lacDiUes drv? inland naieiyva-fS in your countjy ate 
(1 = underdeveloped. 7 = as developed as the world's besti j 'for 
landlocked cowries, this measures the ease ol access to port 
(adiilies and inland waterways. / ZOO/ 

Source: World Econoirtc Forum, Executive Opinion Survey 200B, 2007. 

2,(5 Quality of air transport Infrastructure 

Pitssenger air iranspoit m yow atunby isiJ - infrequent, limited, 
and itwfficient, 7 = as (rerpjent. extettsive, and efficient as ttie 
mrldi best} 

Source: World Econom Forum, Executive Opinion Survey 2006, 2007 

2. BG Available seal kilometers (hard data! 

Scl\ei}u!ed amldbk- s&sr Kinweteis pei ivee* ongineting in country 
tin millions/ / Janiisry ?007 and July 2007 average 

This variable measures an airline's passenger-carrying capacity: it is 
composed ol the number ol $sals available on each (light mullipNd 
by the fbgln distance in kilometers This resulting varialile is an average 
oitlie total (or all scheduled fkghts in a week dunng January (tvmler 
schedule) and July (eumnier schedule) 2007 

Source International Air Transport Association, SRS Analyser 

2.17 Quality of electricity supply 

The (ju^ty of electricity supply in your couiMry (ladt of miemipfions 
and lack ol voltage IliictuationsI isit - worse than in most otfier 
countnes. 7 = meets tbe t}ighest standards in the world) 
Source: Waitd Economu Forum. Executive Opinion Survey 2006, 2007. 

2.0S Telephone lines (hard data) 

Main teieptione Hnes per 100 population / 2005 

A main telephone Hne Is a telephone line connecling the subscriber's 
terminal equipment to the public switched telephone natimrfc and 
that has a dedicated psrt In the lolephone CKcliange eqiapment 

Source intefnacmnal Teiecomminicatian Union, World Telecommunicabon 

Indicatory 20CC rational sources 

3. B1 Govemneit suqila«/iMicit lhani data) 

Central government gross .lurplus/ifefiat as a percerrtage ol GDP I 
2006 

Source: IMF, Worltl Uonorrve Oulleak DttaltMe lApril 2C07I: IMF 
country reports. European Central Bank: European Bank for 
Rtconstructian and Development; African Develop mem Bank: 
Economist Intolligence Unit, CountryOite Onteiase lJune 2007): 
national sources 

3,12 National savings rate (hard data) 

National saving rate as a percentage of GDP 1 2006 

Source: IMF, Wo/Id Economic Outlook Database lApril 20071; 
Economist Intelligence Unit, CountryOata Oatatiase (June 2007). 



3. n tiillatioi (bard data) 

Anmiai percent change in consumer pnce indeK 1 200S average 

Source: IMF, Worlil Economic Outlook Database (April 20071: national 
sources. 

3.14 Interest rate spiead (hard data) 

AieiiXfH );k't.^.'fir idle spreisii idilte.'fnce between typical tending 
and deposit rates) 1 2006 

This measures the difference between the typical shcn term lending 
and deposit rates. 

Source IMF, IntematiQnal Financial Statistics, Economist Intelligence 
Unit, CountryOata Database lJune 2007): national sources. 

3.15 Govaminenl debt (hard data) 

Government gross debt as a percentage of GDP j 2006 

Source: IMF, World Economic Outlook Database (April 20071: IMF 
country reports: OECD. OECD Economic Outlook no. it (May 2007): 
European Central Bank; Eurgpeeo Bank lor Recanstruction end 
Developmenl; Econonilit Inielligence Unit, Cour\tTyOata OeraAase 
(June ^7): national sources. 

4.11 Business impact of malaria 

How serious do m consider the luture impact of malaria on your 
company in tbe next 5 years til = extremely serious, 7 = not a 
problem) 

Source' World Economic Forum, Executive Opinion Survey 2006, 2007. 

4.02 Malaria incidence (hard data) 

Number ol malaria cases per 100.000 population j200t 

Source: World HsaMi Organization and UNICEF, World Malaria Report 
ZIXB. World Health Organisation Regional Othces, UNfPA, Statt el 
World Population 20011 The World Bank, World Devalopmtnt Indicaiors 
2007, U ND P. Humao Devtlopmant Report 2666. nadoiul sources. 

4.03 Business impact of tuberculosis 

How senous do you consider the future impact of tuberculosis on 
your company m the next 5 years? it = axlremety senous. 7 = not 
a problem) 

Source- World Economic Forum, Executive Opinion Survey 2006, 2007. 

4. M TuberEulosis incideaca (hard data) 

Number ol tuberculosis cases per 100,000 populabon j 2005 

Source: Worltl Healtli OrBmlmion, 6lobel TabercuhBis Contnl Heport 
21X17, national sources. 

4.IS Business impaci of HIV/AIDS 

ihV.u'. ,1^'; -jimhienhe future impact ol HIV/AIDS on 

l/(3iJi . T ;:,i n: .i next 5 years? II = extremefy serious. 7= not 

a p.-.ji'i.'rJ.:'!' 

Sc.itri; WctIiI Economic Forum, Exacuhve Opinion Survey 2006, 2007. 

4.06 HIV prevaleace (hard data) 

HIV prevalence as a percentage ol adults aged 15-49 years j 2005 

Source. UNAIDS, ^flflffflepo/r on the ClolialAIDS Epidemic, UNDP, 
Human O&velopment fteport !IXfS national sources. 

4.07 Inlaot mortality (hard date) 

Infant (cftikten agedO- 12 montbsl mortaHty per 1.000 live birtlts 12004 

Source World Health Organisation, Woild Heanh Staiislics XOB, The 
Worid Healtb Report, UNFPA. State of World Populabon 2006; national 
sources. 

4.08 Life expectancy (hard date) 

i.i'e e/pwf.-J.'A.y a! iiirin lyeirrsl 1 200i 

Source: World Health Organization, World Health RopBn20Cl6, The 
World Bank, World Otvalopmant Indicators 2007, national sources. 
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4.09 Qaality o( pfimaiy adacalian 

TfK primaiY schools in your countrv are {1 = ofpoorqusHty. 
7 • Ajtisy to th6 best in ihe wmbSj 

Source WarU Economic Forum. Exicutive Opinion Sun/ey 2006. 2007. 

4.10 Prinuiy enrobneirt (hanl data) 

fiei pmnd'y i\iiiv<iUoi\ molmnt rale 12005 

According to the World Bank'i Wo'ld Development Indicators, (his 
corresponOs to Itie ratio olctaldrtn of oflicial school age las defined 
by the national education ■ystamt wtio are enroled in school to the 
population of the cormpondlng official school ago Primary aducation 
provide* children with basic reading, mixing, and matheinatica sM\i 
aloni) with an elementaiv understanding of such subjects as history, 
geography, natural science, social science, art, and music. 

Source: UNESCO Institute for Statistics (June 211071: The World Bank. 
World Development Indicators 200?, national sources 

4.11 Education expenditure lhard data) 

A/ijusted savings: Education ei^ieniiitufe as petceniage ofGNIj 2005 

Current operaiing expenditures in education, including wagas and 
aalanea and exckidmg capttal investments In buildings and equipnwrt 

Source The World Bank, World Developmeni Indicators 200?. 

S OI Secondary enrolment (hard data) 

i:'.'.' .;,.i:."f ^lifotiJien! rule j 2S05 

According to the World Bink^ World Development Indicators, this 
corresponds to trie rabo of total enroknent, regardless of age, to the 
pofiidation of the age group that officialV corresponds to the secandaiy 
education level. Secondary educabon con^pletas the provision of 
basic education that began at tho pnmary level, and aims al layii>g 
Ihe foundations for lifelong learning and human development, by 
offering more subject- or skill-oriensed instiuctxin using more speciaajed 
teachers 

Source UNESCO Institute for Stanslics (June 20071, The World Bank. 
World Devel^pr^ent Mcators 2007. national sources. 

5.02 Tertiary enrolment (hard datal 

Crass tertiary ervulment rate 1200* 

According to die Worfd Bank's World Development Indicators, this 
carraaponds to the ratio of total enrobnent. regardless of age, co the 
populalfon of lha ag* group that officially corresponds to the tertiary 
education level. Tertiary education, whether or Mt leaiting to an 
aiMenced research qualification, normally requires, as a minimum 
condition of admission, the successful completion of education at 
llM secondary level 

Source: UNESCO Institute for Statistics (June 20O7I; The World Bank. 
World Otvtlopmm Indicators 2007, national sources 

5.03 QoaMy ol Mm •ducadooal ayatam 

77?e educaHondl system m your country ( I = does not meet the 
needs of a competitive ecor^omy, 7 « meets tt>e needs of a 
competitive econoniyl 

Source: World Economic Forum, Executive Opimon Survey 200S, 2007. 

5.04 Qaality of malh and science education 

ti^handsaertxedixationinyourcwntryssiimilsl} = ^lar 
liehind most othar cetmoies' sdwols. 7 'art among the bast in 
the world) 

Source: World Economic Fonjm, Executive Opinton Survey 2006, 20O7 

5.05 Quality of inanageiiient schools 

/Udiici0iu?ie/ir ai IxisiiHras sciiwls in your country ate II ' hmilad 
or of poor tjuality. 7 - among the best in the ymrld) 

Source: World Economic Forunt, Executive Opinion Survey 2006. 2007 

5 DG I iilcrnet access in schools 

Internet access in schools is (} = very limited 7 = extensive - 
most ctnldren have freifuettt access) 

Source: World Economic Fomm, Executive Opinton Survey 2006, 20O7- 



5.07 Local availability ol specialized research and Irainiag services 

In ymir co\ml,j, speaa!i<e<t rwe.w.'i a.'xt tmininsj st:r.;r.g.'. me 
It 'not aii»lable. 7 • available from world-class local instituvortsi 

Source: WorM Economic Forum. Execubva Opiiuon Survey 2O0G, 2007. 

5.01 Extent ol staff trainlag 

ii:b yvaemt cHiunmai olcom/mies in your country to human 
resources is II = to iiwesl ktlle in Irrnnng and amployee developmenl. 
7' to invest hesv/V to attract, train, and retain eotployees) 
S ource: WorM Economic Forum, Executive Opiiwon Survey 200t, 2007. 

6.01 Intensity of local conpetitran 

Coo\pet)tion in the local market isH ' limited in most industries 
and pnce-aitting is rare. 7 = intense in inosi industries as market 
leadership changes overtime! 

Source: World Economic Forum, Execubve Opinion Survey 2006. 2SXfl. 

6.02 Extent of martlet dominance 

Corporate aaivity m your country is 11= dooiineted by a few business 
groups. 7 = spread among many firms! 

Source: World Economic Forum. Execubve Opinion Survey 2O06. 2007. 

6.03 Effectiveness of anti-monopoly policy 

Anti-moni»poly policy in your country is II = lax and not effective 
at promoting competitm, 7 = effective and promotes competition) 

Source World Economic Forum. Execulivt Opinign Survey 2006. 2007. 

6.04 Extent and effect of taxation 

The level ol taxes in your country {} - signiHcantly limits Ihe 
incentives to mrk or invest. 7 'has little in^/act on die incentives 
to work or invest 

Source: WorM Economic Forum, Executive Opinion Survey 2006, 2007. 

6.05 Total tax rale lhard dala) 

I his \i9riat>le is a combmalion of profit tax 1% of profits), labor tax 
end contribution (% of profits), and other taxes 1% of profits) / 200S 

S ource: The World Bank, Doing Business 2807. How to Reform. 

B 06 Number of procedures required to start a business I hard datal 
Numtter of procedures required W start a t>i,^iness j 2006 
Source: The WorM Bank. Doing Business 2007. How to Refi>rin. 

E.07 Time ra9airad to atart a business jhard data) 

Nmter of ddy$ reqinred to s?aT a tK.^iness / 2006 
Source: The World Bank. Doing Business 2007. How to Reform. 

6.08 Agricultural policy costs 

Agncultural pci» , • . Wintry ff sis excessmliflmlensome 
lor Ihe economy. . - t:,jLj;.i:es the inlatesis i^tticiMytit, consumers, 
and producers) 

Source: WorM Economic Forum. Executive Opinion Survey 2O06, 2007. 

6.09 Prevalence of trade barriera 

.i'l t'l^'iA' count.'): iMii! ziix' non-tanll tiarners sigmlicantly reduce 
the ability of imported goods to compete in i/ie domestic market 

II = strongly agree, 7 = strongly disagree) 

Source World Econon«c Fervm, Executtve Opinion Survey 2006, 2007. 

6.10 Trade-weighted tariff rate lhard data) 

frrn '.^'f 111 iiuty per imported value unit j 2005 

This measure uses weights for each tariff based on the share of 
imports for each good, This can be calculated by dividing the country's 
total tariff revenue by the total value of imports 

Source WTO, ITC and United Nations. IVorW Tariff Profiles ZOOS, 
Heritage Foundabon, Indtx ol Economic freedom 2007. 
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6.1 1 Prevalence of foreign ownership 

foreign awK.'s!xp nl r.ampanwx /.T yax r.owtry (S ff = ram, Hmted 

to minority stakes, and often pioltiliited in key sectors. 7 * pmeHeia 

end ercKir^edl 

Sourcs WorW Econoinc Forum, Execulivi Opimon Survey 2006, 2007 

5.12 Business impacl ol rules oi FOI 

*t your country, rates governing (oraign d/rect mvestmenl are 
II • dema^ng and discourage foreign direct investment. 
7 = beneficial and encourage toreign direct mvestmenll 

Source. Wortd Econom Forum, Enecutivt Opinion Survey 2006, 2007 

6.13 Burden of customs procedures 

Cusloms prc'cediiies. such as lormalities regulating the entry and 
eiiit ol merchandise in your country are It = extremely s/ovv and 
cumbersome, 7 = rapid and efficient) 

Source WofM Econom Forum, Ex»cuiive Opinion Survey 2006, 2CC7 

6.14 Degree of customer •rmdaliMi 

firms in yishi cuMry i I = generally treat ttmir customers badly, 
7= are bigtily responsive to customers and customer retention) 
Sourcs: WoiW Economic Forum, Exocutivo Opinion Survey 2006, 20O7. 

6.15 Buyer sophisticatioii 

disyeis m i-our coontry maite purchasing deasions 1 1 = t>3sed solely 
on the lowest price. 7 • based on a sophisticated analysis of 
performance attributes] 

Source WnrW Econoir>c Forum. Executive Opinion Survey 2006, 2007. 

7.01 Cooperation in labor-einployer relations 

( abor-employer relations in your country are II = generally 
confrontational. 7= generally cooperative) 

Source: World Econoirvc Forum, Executive Opinion Survey 2006, 2007. 

7.12 Hexibility of wage detenninalion 

Wages in m" comry are I! = set by a centralized bergaimng 
process, 7 -up to eacfi individual company! 

Source Wortd Economic Forum, Execubve Opinion Survey 2006, 2007 

7.13 Noihwage later costs (bwi tiita) 

This vanable estimates social security payments and payroll taxes 
associated with hiring an employee in fiscal year 2005. expressed 
as a percwtage of the ivorker 's salary j 2005 

Soclel tecuriry paymems include retiremeM tund, $icl(ne$s. msieiiMly 
end health insurance, vrorkplece miury, lamily ellowence, end other 
obligetory coniributions. 

Source: The World B*nk. Doing Btisinm 21)01 How to Heform 

7,M Mgidity of emplovroent (hard data) 

Riy."S'!y vl Lniiiluyi'wii! irtte.^ iiojO lOO fn-wst) scale j 2006 

This index is the avertge ol Qiree subindices Dinicullv at hiring, 
ligNlity of hours, and difficulty of finng. The three subindices have 
Mveral conpanaiits and altake values between 0 and 100. with 
higher values indiceling more rigid regulation. 

Source: The World Bant, Ooin; Busmen 2007 How to fteform. 

7.K fliring and firing practices 

The hiring and firing of ttwtm isll • impeded by regulations. 
7= flexibly determined by employers) 

Source Wortd Econonc Forum, ExecuDve Opinion Sunrey 2006, 2007. 

7.M Htiig costs (hard data I 

firmgcostslinwrr- . , 'CS 

This vanable estiniates tne cost of advance notice requirements, 
teveiance paymenlt end penalties due when leimmaling e redundant 
worker, expressed in weekly wages 

Source: The World Bank, Ooing Busmtss 2007: How to ftelorm. 



7.17 Pay aad pmducthrity 

Pay m yaur couniry is It = not related to wotter productivity. 
7 1 strongly related to worker producbvity) 

Source: World Econorrvc Fonim, Executive Opinion Survey 2006, 2007. 

7.08 Reliance on professional management 

i'tiiii.' i.'ijj.'ayL'i.'iL'i'f pLiM.'iLV.i yuu: LOuui.'y ura I) ^ usually held 
by relaOves. 7 = held by prnlessional managers chosen lor their 
superior qualification) 

Source World Economic Fonioi, Executive Opinion Survey 2006, 2007. 

7.M Brain drain 

Your countryi talented people II ' normally leave to pursue 
apporttimties in other countries. 7 = almost always remain in tlie 
country) 

Source: World Economic Forum, Executive Opinion Survey 2006. 2007. 

7.11 Female participatioR in labor force (hard data) 

female pertidpatwn in the labor force as a percentage of male 
participation 1 2005 

This mtasure is Iho percentage of women aged 14 eti panicipating 
in the labor force divided by the percentage of men aged M-6S 
participating m the labor force. 

Source: Inietnational Labour Organireiion, Key Indicttors of the 
labour Market IKIMI mention 12005) 

t.01 Financial market sophisticatioi 

Tfw Itwl of sophistication ol financial markets in your country is 
It = lower than international norms, 7 = higher than international 
nonta) 

Source: World Economic Forum, Executive Opinion Survey 2006. 2007. 

1.12 Financing through local eqnity marliet 

Hcusmg ,iKr,ey £>■ ,«ui^ii? sitsief or, fne local stock market is 
1 1 = nearly impossible. 7 = cjui/s possible lor a good company) 

Source: World Economic Forum, Executwe Opinion Survey 2006. 2007. 

1.03 Ease of access to loans 

How en-sf is ii 10 obtain a bank loan in your country with only a 
goad business plan and oe collateral? 1 1 = impossible. 7 = easy) 

Source' World Economic Forum, Executive Opinion Survey 2006. 2007. 

1.14 Venture capital availahility 

Entrepreneurs with ir\novat>ve but risky projects can generally find 
venture capital in your country II n not true. 7 ' true) 

Source World Economic Forum, Executive Opinion Survey 2006, 2007. 

1,05 Restriction on capital flows 

Tha flm of capita) into and out of your country is(t • restricted. 
7 = not restricted) 

Source World Economic Forum, Executive Opinion Survey 2006. 2007. 

1.(6 Strength of Investor protection (bard data) 

Strength ol Investor Protection Index on a 0-10 Ibesti scale / 2006 
Ths variable is a coirhinelion of Extent of diaclosure index (Iraiapsrency 
ol trensacljons). Extent o( director liabiRy index (Mldnir tSr stlf-deaWigl 
and Ease at shareholder suit aidexIshareliolders'aliHIlyio sue olhcers 
and directors for misconductl. 

Source: The World Bank, Oting Su$lims200f: Hmto fleftrm. 

1.17 Soundness of baiks 

tkiiks/.i yaiycaunlryarell = insolvent and may rarjim a government 
bailout, 7 = generally healthy with sotmd balance sheets) 

Source' World Economic Forum, Executive Opinion Survey 2006. 2007. 
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8.08 Regulation af securities exchangos 



9 09 Prevalence ol foreign technology licensjng 



subject 10 undue inlluence liom indtssuy and goverment. and nor 
OWKparent, 7 = effective, independent from undue influence from 
imijstrY and government, and ttanspannO 

Source: World Economic Forum, Executive Opinion Survey 2006, 2007 

8.09 Legal rights index (hard data) 

Siiengih ol legal ngliis inoex on a 010 (best) scale / 2006 

This Index mMMumilM degree to which collateral and bankruptcy 
laws protect bornMnrs and lenders' rights and thus (acililBle lending. 

Source The World Sank, Ooiflg Business 3Q07: How to Helorm. 

9.01 Availabllltv of latest itchnologMS 

/n yauf counltY. the latest ledxioltgies ate (1 = not mdafy available 
and used. 7 = widely available and used! 

Source: World Economic Forum. Executive Opinion Survey 2C06, 20O7 

9.02 Fiim-levet Irclinalogy abaorptian 

CompaTixes in nji.r cimtrt .ve /I =not able to absoft new technology, 

7 • aggnssna iit abtotbing new tectmlog/l 

Source: World Economic Forum. Executive Opinion Survey 2006, 2Q07 

9.03 Laws relating ta ICT 

idw^ retain^ la lite use of infotmation tectmolog^, such as 
electronic commerce, digital signatures and consumer protection 
are II ' nonexistent. 7 = well developed and enforces 
Source: WorM Economic Forum. Executive Opinion Sunfsy 2006, 2007. 

9.04 FDI and technology transler 

foreign direct investment in your counOv if • brings little new 
tectmalogy, 7 = is an important source of new technologyl 

Source: World Economic Forum. Executive Opinion Survey 2006, 20O7. 

9.05 Mobile lelejihoae stibscribets (hard data) 

fi^obila teleplme subsaibers per 100 population 12005 

The lenn subscrAers refers to users of mobile telephones subscribing 
10 an automMie public mobile icieptiorxi servtce that pfoMdes access 
to the public switched telephone network using celular technology. 
This can include enalogue and digital cellular systems but should 
not inckido non-cellular systems. Subscribers to fixed wirsless, public 
mobile data services, or radh) paging services are not included 

Source: International TeleoommunicationUnioa WoriO Tetecoirmumcation 
Inaicaitirs 2006. national sources 

9.06 Internet users lhatd data) 

htemet users per 100 popufation j 7005 

liMimt usera are paofile with accacs to the worldvnde network. 

SourcechdsnnlionBlTelecomniincation Union, World Telecmomuaicalioo 
lndiealois2Wi national sources 

9.07 Personal coinpulers (hard data) 

Personal computers per 100 population 1 20IK 

Accoiding biliie Wtorld Bank, pafsoaal CMnpuurB are self-contained 
conputafs designed l« be wed by a single indiwduat 

Source: bilemalianal Telecoirvnurwation Union, IMvM ratawnmunicaiuin 
Imlicalofi ItOBi national sources 

9.08 Broadband Inlernot subscribers (hard data) 

BrodObana Interne! siibscnDers per !0O population j 2005 

The Intamalional Telecomnwnication Union conaiderB broadband to 
be any dedicated connscbon to the Intsmet of 2S6 kilobits per second 
or lasler, in both direcllons Broadband subscribers refers to the sum 
of D$L, caWe oiodem, arid other broadband (for example, hber opt>c, 
fixed wiraleas, apartment LANs, satellite connections! subscribers. 

Source MUmraoml TtltcoffmurMibon Union, World MKomnunicatim) 
ANtoMnrs aUSt notional loiwceB 



/ • 8 comnm means of aceiuiring new tetimtlogf) 

Source: WorM Economic Forum. Executive Opiition Survey 2O0G, 2007. 

10.01 Domestic market size index (hard data) 

Sism ol yiLiii jwN'tiii.'i. ^.vou'ui'i li.'m- yaiue of imports of goods 
and services, minus value ol exports ol goods and services, 
tmoaliied on a I to 7 scale 1 2006 

The size of the domesbc market Is calculated as the natural log of 
the sum of (he gross domestic product valued at P PP plus the total 
value (PPP estimates) of imports of goods and services, minus the 
total vshie (PPP estimates) of exports of goods and services Data 
are then normiiied on a 1 to 7 scale PPP esttmatss ot impDris and 
exports are obtained by taking me product of exports as a percentage 
of GDP and GDP vaHjed at PPP 

Source: Authors' catculations; IMF, WorU Economic Outloak Daiaitase 
(April 2007); Economist Intelligence Unit, tTountryOeta Database 
(l^ay 20O7), Tlie World Bank, WorU Dtvtlopmt'tt laiictlors 2007, 
national sources 

10.02 Foreign market size index (hard dale) 

Value ol exports ol goods and san/ices, nomtaHiad on a 1to7 
scale 1 2006 

The siie of the foraiga market is estimated as the natural log of the 
total value IPPP estiinates) of exports of gooils and services, normalized 
on a I to 7 scale PPP estimates of exports "S obtained by taking the 
product of exports as a percentage of GOP and GOP valued at PPP 

Source Authors' calculations. IMF. WorU CcoiKmic Outlook DMfitst 
(April 2C07), Economist intelligence Unit, CountrvOtI* D»t*btst 
(May 20071, The World Bank. WorU Development Indicators 2007, 

national sources 

10.03 GDP valued at PPP (bard data) 

Cross domestic product valued at purcfiasing power parity in 
millions ol mternalianal dollars j 2006 

Source: IMF, World economic Outlook DuabMe lApni ZOO/I, rtationai 
sources. 

10.04 Imports as a percentage of GDP lhard data) 

Impons ot goods and sewices as a peicentage of GDP 1 2006 

Source: Economist Intslfgence Unit CouriiryDefs Detebese IMay 20071; 
The World B ank. World DeveUoment Indicators 2007. national 
sourrs^ 

10.05 Exports as a percentage ol GOP lhard data) 

Exports ol goods and services as a parcantage of GDP / 2006 

Source Economist Imelgencc Unit, CoumryOatt Oeltbest IMay 20071; 
The World Benk, World DenUpment Initieators 2B67, netiooal 
sources. 

11.01 Local sapptiar quantity 

iocdt s^ip^;H'lS ii\ fbw country are II = largely nonexistent, 

7 - numerous and inckxie the most important nalenak. components, 

erjinpment. and services) 

Source: World Economic Forum, Executve Opinion Surrey 2006, 2CC7 

11.02 locat wpplieriiaiililv 

The quality of local suppliers in your cotmtry is 11= poor, as they 
an inaffidant and Ian little ttcfmolagical capability. 7 = vary 
gooil. as Otey ere intemationafly caiqper/tive end assist in new 
product and process davelopmenil 

Source: World Economu: Forum, Executive Opinion Survey 2006, 2007, 

11.03 Stale of cluster developnieiil 

Siiory d(W deep clusters a<e widespre-ad throughout the economy 
It = strongly dis^ree. 7 = strongly agree) 

Source: World Economic Forxim, Execubv* Opinion Survey 2006. 20O7. 
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11.04 Nature of competiliva Mhaalagt 

I'rarrvwfii'Hfi'.w.M 111 yixir country's convdnes in mteimtiomi markets 
is primarily (Am wit 'low-cost or local natufalnsoacas. 7*uni<)ue 
products anrf processes) 

Source Wofid Ecoioitih; Fanim, ExKUbvs Opimon Sunray 2006. 2007 

11.05 Value chain breadth 

Exporting companies in yoar countrY t1 - are primanly invoVsd in 
resource extrdction or production, 7 'not only produce but also 
perlorm product design, marketing sales, logistics, and aller-sales 
senrices/ 

Source: World Econonw: Forum. ExecutiVB Opinion Survey 2096, 21X7. 

11.06 Coatral of iitBfiHrtiaiiaNitlribalien 

International distnbution and marketing Iram yourcountrY II - taie 
p^ titraugh lorugn compmes. 7 = are ownad and amuoHed by 
local companies) 

SourcK WoiW Economic Forum. Exocutive Opinion Survey 2006. l<Xfl. 

11.07 Prodaction process sophistication 

Froduction processes use II = latw-intensive mettwds or previous 
generations of process tectmology, 7»tt)e meld's best and most 
efficient process tedmology) 

Sturco' WofW Ecofloinc Forum. Execudvc Opinon Survey 2006. 2007. 

11.08 Extent ol marketing 

Ine SA.'snr oi i-rimeung in yoiir courrtry is II = limited and primitive. 
7 ' axteitsive and mploys the world's most sophisticated tools 
and tedimijUBsl 

Source WorM Economic Torum, EnocuIivo Opinion Survey 2006. 2007. 

11.09 WilliagiMS to Ma|ato arthorily 

Willingnass to delegate aathority to subordinales isp = lour - lop 
management controls all important decisions, 7 - tiigti - authority 
is mostly delegated to business umt heads andotliar lower level 
managers) 

Source; WorM Econotrac Forum. Executive Opinion Survey 2006. 2007. 

12.01 Capacity for innovalioa 

Companies obiam tectmology (1 = exclusively from Hcensirtgor 
irmtaling foreign cempanies, 7= by conducting formal research 
and pioneering their own new pradticls and processes) 

Source: WorU Economic Forum, Executive Opinion Survey 2006, 2007. 

12.02 Quality of Kieeliiic research institutions 

Scienlilic researcfi institutions in your country, sucft as university 
laboratories ml government laboratories are It • nonexistent, 
7=tfie liest in ttieir fields mlernalionally) 

Source: Woitd Ccoflotivc Forum, Exocutm Opimon Survey 2O06. 2007. 

12.03 Company spending on R&D 

Companies in your country il -donot spend money on research 
and development. 7 - spend heavily on research and development 
relativa to international peers) 

Source: World Economtc Forum, Executive Opinion Survey 2006, 2007. 

12.04 University-industry resawcft collaboralioi 

!n Its ll&D acltfity. business collaliomtion willi local univarsities is 
it = minimal or nonexistent. 7 = intensive and ongoing! 

Source: WofM Economic Forum, Executive Opinion Survey 2006. 2007 

12.05 Govemmenl procurement of advanced lechnology products 

uin pi.,v;.';asd daasiofis Ir,; Ihn pn.icve.nen! oi asiidixed 

tedmology products are II • based solely on price, 7 • based on 
tedmcel performance and innovativeness) 

Seurtt: Wortd Eeonotiec Feium, Executtvt Opinion Survey 2006, 2007. 



12.06 Availability of 

Scientists arvt engmam in your country are /J = nonexistem or rare. 
7 < widely availablal 

Source: World Economic Forum, Executive Opinion Survey 2006, 2007. 

12.07 Utility pateets (hard data! 

fiiumvn! vi utiii!; pji'jii:^ i,f. patents for invention! granted 
between January I and DacembBr 31. 20B6. per million population / 
2006 

tJlility patents are recorded such tliat the origin of the peteM is 
determined by tlie lirst-named inventor art the tinw of tlie grant 
Patents per million population are calculated by dividing the number 
of patents granted to a country in 2006 by thai cixintry's populKion 
in the same year 

Source: Tho United Stales Patent and Trademark Office IMarch 2D07I. 
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CHAPTER 2 



Ukraine's Competitiveness 
in International and Historical 
Context 



MARGARETA DRZENIEK HANOUZ 
ARSENE PANOV 
World Economic Forum 



Since Its iiKk'pfiuiciu'c .iliiiosc A decide ami a luill ago. 
when it w.is one of the ccoiiornicjlly ntost potent republics 
ol the turiner Soviet Uniuii. Ukraine has experienced 
.1 pjrticiiLirly long and painful transition. In 1994, at its 
lowest point. GDI' contracted by a shocking 22. "^"0 and 
it took until 2ii()4 tar the coLintr\' to reach the prc-tran- 
sition level of per capita GDP in PPP (purchasing power 
parity) terms. After years of stalemate, niacroeconomic 
rek>rn)s were iiitn>diii ed towards the end of the I'^'^ils. 
and since the beginning of the decade Ukraine h.is followed 
a more positive growth path, with real GDP growth in 
2000-2007 averaging more than 7%. More recently, the 
process of joining the WTt!) and the possibility' - albeit 
distant — of acccs.sion to the European Union have pro- 
vided additional impetus for reform and investment. 

The present international benchmarking study ot 
Ukraine's competitiveness aims at contrasting the cotuitr\'s 
position with selected countries that could serve as 
examples. Such an exercise will provide Ukraine's 
policymakers and business leaders with an objective 
account of its international standing, highlighting the 
strengths of the country as well as challenges to be 
addressed on a priority basis. 

A number of countries have been selected as com- 
parators for the purpose ot this study. These include 
countries from diflerent geographic regions. as well as 
Ukraine's neighbors. The selection of countries was 
based on similarities with Ukraine in terms of recent 
economic history, size and structure of the economy. 
In addition, some countries were selected because their 
experiences can scr\'e as examples for Ukraine. 
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2.1 Results of the Global 

Competitiveness Index 2007-2008 

Before diving into a detailed assessment of Ukraine's 
competitiveness, it is useful to take a look at the overall 
Global Competitiveness Index (GCI) 2007-20118 ranking 
on which this beiKhmarking study is based, and in 
particular to analyse how countries Itum the two regions 
with which Ukraine is compared perform in this ranking. 

l able 2 .1 presents the results of the GCI 2007-2008. as 
well AS the previous edition, between these two editions 
of the index, we have increased the coverage truin 123 to 

131 econoraics. As many of the new inclusions in2iX)7 
came in at fairly high rankings, the table also reports the 
ranking tor 20ii7-2ihiS within a constant s.implc of 125 
countries, Tliis enables the authors to correct for changes 
in rankings due to additions of new economies. 

M.iiiitaining its leading position over the past year, the 
United Sutfs is the most lompetirive economy, followed 
by Switzerland and Denmark. Other Nordic countries, 
such .IS Sweden .ind Finland, also come in among the 
top In. Overall, the top 20 are dominated by the more 
developed OECD countries and some of the Asian 
"Tigers" — Korea, Hong Kong and Taiwan. China. 



The Ukraine Competitiveness Report 2008 @ 200S World Economic Forum 



Table 2.1 Global Competitiveness Index 2007-2008 r,int; rr.^ ^li ?rXIG- 2007 comparisons 
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420 


94 


66 




Zambia 


122 


32S 


113 


118 




Russian Federation 


58 


4.19 


55 


59 




Ethiopia 


123 


3.28 


114 


116 




Panama 


59 


4 16 


56 


6D 




Lesotho 


124 


327 


115 


161 




MauntHii 


60 


4.16 


57 


55 




Mauritania 


129 


3.26 


116 


117 




Kazalitisian 


61 


4.14 


58 


50 




Guyana 


126 


3.25 


117 


113 




Uibtkiaun 


62 


4.13 








limor-Lttta 


127 


3.20 


118 


120 




Casta Rica 


63 


4 11 


59 


id 




Mo^Bmbiquii 


128 


3 02 


lis 


119 




Mofoceo 


64 


4.D8 


60 


65 




ZlmbabMre 


129 


2.88 


120 


112 




Greece 


65 


4,06 


61 


61 




Burundi 


130 


2,04 


121 


122 
















Chad 


131 


278 


122 


121 
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Table 2.2 



Global Competliveness Index 2007 2008 ranking bv stage of development 



Factar-drlven ecsaomiei 

jSlaflell 



Eniciency-drtven econamlei 
(Tramition Inwn 1 to 2 anil itiige 2) 



Innwation-drnen economies 
(TniMilioii Irom i >o 3 nod »aige 3) 



Runk 








Ritnk 








Rank 








wMMn 




Overall 




within 


OversK 




within 




Overall 




gra«|> 


CoaatiY/tconomr 


Reiik 


Score 


group 


Country/Economy 


Rank 


Score 


groap 


Country/Economy 


Renk 


Score 


1 


iriia 


4S 


4.33 


1 


nt oi ay ai o 


21 


5 ID 


t 


Unted Slates 


1 


5 67 


2 


Indonesia 


54 


4.24 


2 


CMb 


26 


4.77 


2 


Switzerland 


2 


5.62 




U;bekis:an 


G2 


4.13 


3 


Thsilsnd 


23 


4 73 


3 


Denmark 


3 


5.55 


4 


Morocco 


84 


4.08 


4 


Kuvralt 


30 


486 


4 


Sweden 


4 


5.54 


5 


Vietnam 


68 


404 


5 


Tunisifi 


32 


459 


5 


Germany 


5 


5.51 


6 


Sn Lanka 


70 


3.99 


6 


China 


34 


457 


6 


Finland 


6 


S.48 


7 


Ptillipplnes 


71 


3.59 


7 


Saudi Arabi a 


35 


455 


7 


Singapore 


7 


5.45 


8 


Egyp« 


77 


3.96 


8 


Lithuania 


38 


449 


B 


Japan 


8 


5.43 


9 


Syria 


80 


3.91 


9 


Dnian 


42 


4 43 


9 


United Kingdom 


9 


5.41 


to 


Honduras 




3.88 


10 


South Africa 


44 


4.42 


10 


Netherlands 


10 


5.40 


11 


Georgia 


90 


3.83 


11 




45 


4 41 


1 1 


Korea 


1 1 


5 40 


12 


Pakistan 


92 


3.77 


12 


Jordan 


49 


432 


12 


Hong Kong SAn 


12 


5.37 


13 


Armenia 


93 


3 76 


13 


Poland 


51 


4 28 


13 


C:iniici;i 


13 


5 34 


14 


Nigeria 


96 


3.69 


14 


Maioco 


52 


4.26 


14 


Taiwan, China 


14 




'5 




97 


3 M 


15 


Turii oy 


53 


425 


15 


Austria 


15 


5 23 


16 


Kenya 


99 


3.61 


16 


Rii^^inn Fflriftrntinn 


58 


4.19 


IS 


Nonnrav 


16 


5.20 


17 


Senegal 


100 


3 61 


17 


Pll *t3IIllt 


53 


4 19 


17 


IS-IIC'I 


17 


5 20 


18 


Mongolia 


101 


3.80 


18 


l^auritius 


60 


4 16 


IB 


France 


IB 


5.18 


19 


Gsmoia, The 


102 


3.69 


19 




61 


4 14 


19 


Australia 


19 


5.17 


20 


Taivania 


104 


3.56 


20 


Costa Rica 


63 


4.11 


20 


Belgium 


20 


5.10 


21 


Bolivia 


105 


3.55 


21 


A2erbai|3n 


66 


407 


2' 


Ireland 


22 


5.03 


22 


Banglaitesh 


107 


3.56 


22 


El Salvador 


67 


405 


22 


Iceland 


23 


5.02 


23 


Benin 


108 


3.49 


23 


Colombia 


69 


404 


23 


New Zealand 


24 


4.9B 


24 


Cambodia 


110 


3.48 


24 


Brazil 


72 


399 


24 


Luxembourg 


25 


4.88 


25 


Nicaragua 


111 


3 45 


25 


Ukraine 


73 


398 


25 


Estonia 


27 


4 74 


26 


Burkina Fiso 


112 


3.43 


26 


Romania 


74 


397 


26 


Spam 


29 


4.6S 


27 


Nepal 


114 


3.3£ 


27 


UrjQLay 


75 


397 


27 


Qatar 


31 


4.63 


28 


Mali 


115 


3.37 


28 


Botswana 


76 


3Si 


28 


Ciech Republic 


33 


4.S8 


29 


CaneroDn 


116 


3.37 


29 




73 


395 


25 


Pueno dice 


36 


4.50 


30 


Tajikistan 


117 


3.37 


30 


Bulgaria 


79 


393 


30 


United Arab Emirates 


37 


4.50 


31 


Mailiigasciir 


118 


3 26 


31 


Algeria 


81 


391 


3' 


Slovenia 


39 


4 46 


32 


KyrgYZ Republic 


119 


3.34 


32 


Montenegro 


82 


3j91 


32 


Portugal 


40 


4.48 


33 




120 


3 33 


33 


Argehlina 


85 


3 87 


33 


Slovak Republic 


41 


4 45 


34 


Paraguay 


121 


3.30 


34 


Pafu 


n 


3-87 


34 


Bahrain 


43 


4.42 


35 


Ziimbia 


122 


3 28 


35 


Gualeiniiln 


87 


3 85 


35 


ItaV 


4B 


4 36 


38 


Ethiopia 


123 


3.28 


36 


Libya 


88 


385 


38 


Hungary 


47 


4.35 


37 


Lesotbo 


124 


327 


37 


NamtDia 


39 


385 


37 


BarBadas 


SO 


4.32 


38 


MauritanlB 


125 


3.26 


38 


Serbia 


91 


3.78 


38 


Cyprus 


55 


4.23 


39 


Guyana 


126 


3.2S 


39 


Macedonia, FYR 


94 


373 


39 


Malta 


5G 


4.21 


40 


Tnnor-Laste 


127 


320 


40 


Dominican Republic 


96 


385 


40 


Croatia 


57 


4.20 


41 


Mozambique 


126 


3.02 


41 


Venezuela 


96 


363 


41 


Greece 


65 


4.06 


42 


Zimbatnvg 


129 


2.68 


42 


Ecuador 


103 


357 


42 


Trinidad and Tobago 


B4 


3BB 


43 


Burundi 


130 


2.f4 


43 


Bosnia and Harzegovina 


106 


3 55 










44 


Chad 


131 


2.78 


44 


Albania 


109 


348 


















45 


Su.'iname 


113 


3«D 











As cati be seen in Table 2.1. most of the geographic 
regions, with the notable exception of the .'\rab world 
and some parts of Asia, cluster around each otlier in the 
competitiveness rankings. In Europe, many western 
European countries dominate the top of the rankings 
with a very high median rank of IS for the EU IS, 
while central and eastern European EU members 
are to be found mostly in the second quartilc with some 
outliers in the third. The median rank for this gix>up of 
countries is 46. Among the ticw EU member countries 
(EU .Accession 12), Estonia is the best performer at 
rank 27, followed by the Czech Republic at 33. The 
weakest performer witliin this grotip is Bulgaria at 
rank 79. 



Table 23 GCi top 10 countries' performance at pillar lever 



Count (out ol 12 pillars) 



Overall rank 


Ceunlry 


In Top 11 


Raaked first 


1 


United States 


7 


3 


2 


Swiuerland 


8 


0 


3 


Denmark 


11 


0 


4 


Sweden 


8 


1 


5 


Germany 


5 


2 


6 


Finland 


7 


3 


7 


Singapore 


5 


0 


a 


Japan 


5 


0 


g 


United Kingdom 


3 


0 


10 


Netherlands 


6 


0 


1 * FGTmmpte.thBUnccdStatasappBin7timesin 


* pMir's tiip t D and nnis hnct m 3 pilbn | 
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Table 2.4 GCI 2007 2008 results by pilar, top 10 and selected countries 





IMplUar 

Iniiltiitloitt 




2nd rlllar 
lutntlriicliire 




3nl pillar 
Macneeemnle 
itebility 




4lh pillar 
Haallhaad 
priaaiy adacatiaa 




Sik pillar. 
Higher education 
Bad training 




Ml pillar 
Goods markel 
efficiency 


1 


Finland 


1 


Germany 


1 


Kjtvart 


1 


Finland 


I 


Finland 


1 


Hong Hong SAfl 


2 


Oenirark 


2 


Franca 


2 


Algena 


2 


Iceland 


2 


Sweden 


2 


Singapore 


3 


Singapore 


3 


Singapore 


3 


Saudi Arabia 


3 


Dennark 


3 


Denmark 


3 


Denmark 


4 


Svnnerlsnd 


4 


Swiuerland 


4 


Libya 


4 


New Zealand 


4 


Tsman, China 


4 


Ireland 


5 


Iceland 


5 


Hong Kong SAR 


5 


Hong Kong SAR 


5 


Sweden 


5 


United States 


5 


Ajs:ria 


6 


Swedefi 


6 


United States 


6 


Nenway 


6 


Taiwan, China 


G 


Korea 


6 


Switzerland 


7 


GetmanY 


7 


Denmark 


7 


China 


7 


Norway 


7 


Switzerland 


7 


Swoden 


8 


Norway 


8 


Canada 


8 


Korea 


8 


Canada 


a 


Iceland 


8 


Netherlands 


9 


New Zealand 


9 


Japan 


S 


Finland 


c 


Barbados 


9 


Nonvay 


9 


New Zealand 


10 


Netherlands 


10 


Finland 


to 


Denmark 


10 


Netherlands 


10 


Netherlands 


10 


Finland 


Coniparalois 


2S 


Chile 


6 


United Stales 


7 


China 


30 


Estonia 


5 


United States 


12 


United States 


33 


United Stales 


31 


Cf\ii« 


12 


Chile 


34 


United States 


23 


Eilonui 


2? 


Estonia 


34 


Estonia 


38 


Estonia 


14 


Estonia 


38 


Poland 


25 


Lithuania 


28 


Chile 


iS 


IniliB 


48 


Liihuania 


23 


Azerbaijan 


43 


Lithuania 


35 


Poland 


36 


India 


55 


Turhey 


52 


China 


25 


Kazakhstan 


52 


Romania 


42 


Chile 


43 


Turkey 


S8 


Lithuania 


&9 


Tuftttiv 


35 


Mexico 


S4 


Argentina 


4S 


Rus&ian Federation 


44 


Lithuania 


77 


China 


60 


Azerbaijan 


37 


Russian FedersHion 


55 


Mexico 


51 


Argentina 


58 


CNna 


79 


Ceionbia 


61 


Mexico 


38 


Li:huani6 


60 


Russian Federation 


53 


Ukiaiae 


61 


Mex CO 


80 


Kazakhclan 


65 


Russian FoderMion 


S6 


Poland 


61 


China 


54 


Romania 


63 


Kazakhstan 


S2 


Poland 


67 


India 


63 


Colombia 


64 


ColoiTibia 


55 


India 


69 


Poland 


o 


Aiefballan 


71 


Kai8kh«l«n 


64 


Argantina 


70 


Chile 


57 


Kaiakhstan 


74 


Romania 


8S 


Mexico 


77 


Ukraiea 


76 


United States 


74 


Ukraine 


60 


TLfkey 


M 


Russian Federation 


94 


Romania 


78 


Brazd 


tt 


Ukraiaa 


77 


Turkey 


64 


Braiil 


85 


Coloflibla 


■o« 


Brail! 


80 


Poland 


83 


"urkev 


B4 


Sraiil 


69 


Colombia 


95 


Azorbaiian 


IIS 


Ukraine 


81 


Argentina 


B4 


Romania 


94 


KaiBkhstan 


72 


MencQ 


97 


Brazil 


116 


fliissian Tediirition 


Be 


Colombia 


IDC 


India 


101 


India 


78 


Chip II 


101 


Ukraine 


123 


Argantina 


too 


Romania 


126 


Brazil 


103 


Azertaijan 


B9 


Azerbaijan 


115 


Argentina 



Tth pillar 
labor market dHcieflcy 




ttk pillar 
Fiaancial markel 
aaphiiticalian 




9lk pillar 
Technological 
nadiness 




IMh pillar 
Market sin 




llih pillar 
Businott 
aopliiatiealioa 




12th pillar 
lanovaliaa 


1 United Stales 


1 


Hong Kong EAR 


1 


Sweden 


1 


United States 


I 


Germaity 


1 


United States 


2 Singapore 


2 


United Kingdom 


2 


Iceland 


2 


China 


2 


Switzerland 


2 


Switzerland 


3 S'/nizerland 


3 


S:ngapoie 


3 


Switzerland 


3 


India 


3 


Japan 


3 


Finland 


4 Hong Kong SAR 


4 


New Zealand 


4 


Netherlands 


4 


Japan 


4 


Sweden 


4 


Japan 


S Denmark 


5 


Ireland 


B 


Denmark 


5 


Germany 


5 


Auslna 


5 


Israel 


6 Iceland 


6 


Denmark 


6 


Hong Kong SAR 


6 


Uuled Kingdom 


6 


Denmark 


6 


Sweden 


7 United Kingdom 


7 


Ausfalia 


7 


Korea 


7 


France 


7 


United States 


7 


Germany 


8 Canada 


8 


Luumbeurg 


8 


Nenway 


6 


Italy 


6 


Netherlands 


8 


Korea 


9 New Zealand 


9 


Sviedan 


9 


United States 


9 


Russia 


9 


Korea 


9 


Tavian, China 


10 Japan 


10 


Israel 


10 


Luxembourg 


10 


Brazil 


10 


France 


10 


Denmaik 


Comparators 


1 United States 


11 


United States 


9 


United States 


1 


Un«ed States 


7 


United States 


I 


United States 


14 Chi c 


26 


Ctiil« 


19 


Estonia 


2 


China 


26 


India 


20 


India 


IS Kazakhstan 


31 


Estonia 


38 


Lithuania 


3 


India 


32 


Chile 


31 


Estonia 


26 tstoma 


37 


lrili.1 


42 


Chile 


9 


Russian Fedetatlon 


39 


Brazil 


3H 


China 


33 Russian Federation 


&4 


Lithuania 


51 


Poland 


10 


Brazil 


41 


Turkey 


44 


Brazil 


4* Lithuania 


61 


Turkey 


53 


Turkey 


13 


Mexico 


42 


Lithuania 


45 


Chile 


46 Azerbaijan 


64 


Poland 


55 


Brazil 


IB 


Turkey 


44 


Estonia 


48 


Lithuania 


49 Poland 


67 


Mexico 


69 


Romania 


22 


Poland 


54 


fi^exico 


53 


Turkey 


55 China 


72 


Colombia 


60 


Mexico 


23 


Argentina 


57 


China 


54 


Azerbaiian 


C5 Ukraine 


73 


Brazil 


62 


India 


K 


Ukraiae 


65 


Colonyiia 


57 


Russian Federation 


74 Colombia 


78 


Romania 


72 


Russian Federation 


30 


Colombia 


68 


Poland 


58 


Poland 


8S Roman a 


SO 


Kazakhstan 


73 


China 


43 


Romania 


73 


Romania 


65 


Ukraine 


92 Mexico 


85 


Ukraiaa 


76 


Colombia 


47 


Chile 


75 


Argenbna 


71 


Mexico 


96 India 


91 


Azerbaijar 


77 


Kazakhstan 


56 


Kazakhstan 


BO 


Azerbaijan 


72 


Colombia 


104 6r*t« 


108 


Russian Federation 


78 


Argentina 


67 


Lithuania 


tl 


UkiaiM 


75 


Kazakhstan 


126 Turkey 


114 


Argentina 


83 


Azerbaijan 


71 


Azerbaijan 


85 


Kazakhstan 


76 


Romania 


129 Argentina 


118 


China 


n 


Ukraiaa 


91 


Eiitonia 


BB 


Russian Federation 


91 


Argenbna 
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As IS to be i.-.\pi-t(i.d, Cli iiiciiibci tuuiUncs .irc iii 
general less competitive than those from t entnil .ind cnstern 
Hurupe.Widi a median mnk of K2. the)' rank in general lower 
cli.in the i cntral F.umpcin F.U members, and are mainly to 
be found ni the lower half of the second and in the third 
quartile with some outliert in the tourth. Russia leads the 
rankings tor tliis group at S8th pLu'e, followed by Kazakhstan, 
and the Kyrg>'z Republic, which is the weakest performer 
at 1 1'^th position. This large spread confirms the diversit)' 
of economic development in the former Soviet Union 
economies, all of which gained independence and 
enibarked upon economic transition in the early 199<)s. 

Ukraine's position at 7.Vd rank, one place behind 
Hrazil, and one ahead of Romania, compares tairly well 
against other CIS countries, but trails behind the per- 
formance of most of the new EU members. On a posi- 
tive note, Ukraine is more competitive tlian the most 
recent HU members Romania and Bulgaria, which bodes 
well for Ukraine's potential EU membership. 

A comparison of Ukraine to countries that fall into the 
same stage i>f development provides .ulditional interesting 
results. 'fable 2.2 shows the countries divided in three groups 
according to the stages of dc\'clopment introduced in 
Chapier I. In terms of its overall competitiveness Ukraine 
ranks appn:>ximatcly in the middle of its peer group of 
e(Ticiency-dri%'en economics. Chile and Malaysia are the 
best performers in this group of countries, w^hich could 
serve as examples tor Ukniine in a number of are.is. parlKii- 
Lirly given that both countries have significantly improved 
their economic performance over the past years, 

In general, it must be noted that countries that 
excel in the Clobal Competitiveness Index tend to 
perform very well acros.s many of the pillars, as shown 
in Table 2.3. Among the top 10, most countries rank 
in the top 10 in at least half of the pillars.Thc best 
performer, the United States, ranks fust on three pillars. 
This underscores the notion that the pillars are interde- 
pendent. Of particular importance is the perforniance 



on the inNtitulKiiis pillar. LtficieiK pubhc and privaCe 
institutions are the backbone of an economy; they 
influence the poHcymakitig process and the efliciency 
of regulations in all other areas, as well as the quality 
of enforcement of laws and regulations. For ret'erence. 
Table 2.4 shows the composition of the top 10 in 
each pillar, as well as the ranks of Ukraine and of the 
comparator countries. 

2.2 Ukraine's performance in 

the Global Competitiveness Index 

Recent economic developments 
Ukraine's transition to a market economy has been 
particularly dillkult. Between 1990 and 1999, its output 
contracted by U f'/a, much more severely than in all central 
and eastern European coutitries. and in Russia, where 
('.DP bottomed in 1998 at 4it':>) below the 1990 levels. 

Prior to independence, the Ukrainian Republic wa>i 
the most iiiiport.nu economic engine of the former 
Soviet Union after Russia, producing about four times 
the output of the next-ranking republic. Its fertile bUck 
soil generated more than 2S"i of Soviet agricultural 
output and its hc.wy industry supplied the equipment, 
machinery and raw materials to industrial and mining 
sites in other regions of the former USSR. 

Shortly after independence was supported in a country- 
wide referendum in 1991, the Ukrainian government 
Uberalized most prices and erected a legal framework for 
privatization, but w idcspread resistance to reform within 
the government, the legislature and a signitlcaiu part ot 
the population soon stalled reform efforts and led to some 
backtracking in structural reforms. .\s a consequence, a 
lai^e number of state-owned enterprises were exempt 
from the privatization process and not restructured. To 
keep those industries and the agricultural sector afloat, the 
state subsidized them heavily in the following years. 
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Figure 2.1 Evolution of Ukraine's GDP 1992-2007 



O RssI nn= .nm-.Mti 'ilBftscalel ■ CDP (PPP) per csprta (righ! s.-flle) 
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Macroecononiic stabilization has proven equally 
ditlicult. Loose monetary policies pushed inflation to 
liyperinflationar\' levels in late 1W3. when Ukraine held 
the world record for inflation in one calendar year. 
Prices stabilized only after the introduction of the new 
currency, the hryvnia (UAH), in 1996. 

As a result of these poor policies, which exacerbated 
the negative cflccts of transition, poverty was on the rise 
and hmiun development indicators deteriorated, Howewr, 
since 1999 per capita GDP has recovered steadily reaching 
1990 level by 20ii4 (See Figure 2.1). 

Since 2fK).S, successive Ukrainian governments have 
significantly improved the business environment by 
eliminating most ta.x and customs privileges, which is 
bringing more economic activity out of Ukraine's large 
shadow economy. Also, in its efibrts to accede to the 
World Trade Organization, Ukraine passed more than 2(i 
bws in 2006, taking a step towards bringing its economic 
regime in line with international standards. Yet so tar, 
the governments have shunned away from tackling the 
most politically sensitive reforms. In particular, little 
progress has been made with respect to fighting corruption, 
developing capital markets and intproving the legislative 
framework for businesses. 

Ukraine's rapidly growing economy is a dynamic 
emerging market with a relatively large consumer base. 
28th in the world in terms of GDP (PPP).Thc economy 
appears to be back on track after the steel-price related 
dip in 21105 and reached growth rates in the order of 7% 



in 2006 and 2007. The dynamism is also reflected in the 
stock market, which grew by a factor of 10 between 
20' 10 and 2006, In the meantime, living conditions started 
catching up with western neighbors, with saLiries incn:a.sing 
at a rate of 30% per annum for several years in a row, 
albeit from a low ba.sc. 

Today, the economy continues to rely heavily on 
agriculture, which contributes 17.5% of GDP (in 2006), 
while the share of the services sector is fairly low at 39,8%. 
Ukraine's dependence on Russia for energ\' supplies, the 
fairly undiversified export structure that relies heavily on 
lutural irsourves, and the lack of significant structural reform 
make its economy very vuhierable to external shocks.* 

Ukraine in the GCR 

As noted, Ukraine comes in at a ^lirly mediocre 73rd 
rank in the Global Competitiveness Index. Placing one 
position behind Brazil, it outperiorms the most recent 
additions to the EU, Romania and Bulgaria. Compared 
to other CIS countries, it places exactly at the level of 
their median rank. With an overall score of 3.98, Ukraine 
remains far behind the EU member countries that 
achieve an average score of 5. 06, and also behind the 
more advanced central and eastern European nations 
that recently joined the EU (EU Accession 12), with an 
avenige score of 4.34. 

Over the past year, no major changes in the country's 
competitiveness ranking were observed. Although it 
appears that Ukraine's position dropped by four ranks. 



The Ukraine Competitiveness Report 2008 © 2008 \Atorld Economic Forum 



Figure 23 Most problematic factors for doing business in Ukraine 2007 2008 and 2004-20W 



■ 2007-2008 ■ 2004-2005 
Policy kistabilitv 



Csrruptlsn 
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Tax regulatiors 
Tax rates 

Inefficient govemmein bursaucracY 
Inflation 

InadequiitB supply of infrastructure 
Inadequately educated vrarliforce 
Access to financing 
Poor wort ettiic in national latKir force 
RestrictwB labor regulations 
Foreign currency regulations 
Crime end theft 
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this change retlccts the addition of four new countries 
thai entered the sample ahead of Ukraine. 

A more thorough analysis of Ukraine's performance 
reveals a few strengths ,ind ,i number nf weaknesses. 
Among the three subindexes that form the GCI, Ukraine 
achieves the lowest ranking, Vdth, on basic requirements 
and comes in signiHcantly higher on the two remaining 
ones, f>f)th for cfBcicno,' enhancers and 75th for innovation 
and sophistication factors. According to the GCI method- 
ology, as a country transitioning from the factor- to the 
efficiency-driven stage of development, Ukraine should 
focus first on upgrading basic requirements and second 
on efficiency enhancers to prepare for (he near future. 
Innovation and sophistication factors, which obtain a 
very low weight in the overall GCI score, pl.iy a less 
important role at this SLigc. 

riic importance of focussing on the pillars entering 
the b-isic requirements subindcx for improving Ukraine's 
competitiveness is highlighted by their low ranks as com- 
pared to the other subindexes. The low ranking of 90 is 
attributable to the very weak pcrlbrmance with respect to 
institutions, where the country ranks 1 l.Sth, below all 
comparator countries except Kussia and Argentina. This 
result is particulaHy worrying m wcU-ftinctioning institutions 
provide an important base for economic reform. Chapter 
3. 1 analyses the institutions pillar in more detail. 

.Among the pillars that make up the efficiency 
cnh.inccrs subindcx, the efficiency of the goods market 
and technological readiness stand out for their weak 
assessment. Here, Ukraine is the last but one and the last 
country, respectively, among the comparators, pointing 
CO severe weaknesses in these two areas. 

A contparison with the average of countries with 
a similar income in Figure 2.2 (countries transitioning 
between development stages I and 2, blue line) tnidcr- 
scores these findings and highlights a number of strengths. 
Ukraine has the advantage of a brgc internal market 



coupled with high exports as a percentage of GDP, and 
a fairly good higher education and training system. It also 
disjilays slightly above-average labor market efficiency 
and is positioned somewhat better than its peers with 
respect to health and primary education. 

The same chart highlights Ukraine's main weaknesses 
compared to its peers. Institutions, infrastructure and 
macroeconomic stability are significantly less developed 
than in peer countries around the world.Thc low ranking 
on the basic requirements pillar is attributable to these 
results. Considering the high weight of this subindex in 
the overall index score and the weak performance in 
these three areas, any successful reforms in one of these 
fields arc likely to significantly upgrade Ukraine's competi- 
tiveness and should therefore be prioritized. 

The Executive Opinion Survey asks business Iciders 
to assess the most probleniacic factors for doing business. 
Out of a list of 14 factors they arc .iskcd to pick the five 
tlut have a most serious bearing on their economic activity' 
in the country.Thc responses provided by Ukrainian 
business leaders in the years 2004 and 2007 are IouikI in 
Figure 2..'^.' 

The (op six most problematic factors for doing business 
can be grouped into three categories of issues: go\'emmcnt 
and policy instabihty. corruption and tax administration. 
Government and poUcy instabihty, although they touch 
on ditTerent issues, arc mentioned in 25.7% of the re^Jl^lnses 
.IS a major impediment. Policy instabihty is the most 
serious problematic fiu tor with almost 1 5% of responses, 
and government instability is the fourth most important 
factor with over 

Interestingly, although the Ukniinian economy has 
shown signiticant resilience to policy instability since 
2(104 as it continued to grow at very high ratc-s, business 
perceives the instabiliry of the political situation as a major 
impediment. When comparing the results with the most 
problematic factors for doing business in 2iK)4, these 
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two areas only accounted tor 1 1 . 1% of" all responses. The 
political instability (hat has shaken the country since the 
Orange Revolution has considerably destabilized conjainicrs 
and the business sector. 

Corruption is considered the second most important 

44 single nnpediaient to doiii^; business, indicated it) 14.2% of 
all the replies. 11 taken together with inetKcient bureaucracy, 
which ranks at fith, this means that issues rctitcd to adminis- 
trative capacity constitute one of the main problems facing 
the country's businesses. The third area that completes the 
top si.\ factors b the tax administration. IhxIi in terms of ta.\ 
rates and ta.x rcgtilations. AMiough tax rates haw been lowva-d. 
opaque and overly complicated tax regulations that allow ibr 
loopholes persist, hampering the country's competitiveness. 

The three factors that one would e.\pect U> be on 
the top of the list, as they arc among the weaknesses of 
the Ukrainian economy, are inflation, access to finance 
and infrastnictua*. However, these factors arc not indicated 
as being particularly problematic. 

2.3 Evolution of Ukraine's competitiveness 
over the past decade 

Since Uknine entered the World Economic Forums 
competitiveness rankings in I W7, the ranking methodolog>' 
has undergone two significant changes.The first was in 
2nO|, when the Gmwth Competitiveness Index developed 
by Professor Jeflrc\' Sachs was introduced, and the second 
in 2<)04, when the Global Competitiveness Index by 
Prt>fesst>r Xavicr Sala-i-Martin w.is presented. Over this 
period, n>any countries were added to the ranking, 
making it the most comprehensive exercise of this kind 
worldwide. These tA^-o facts severely limit the compara- 
biUty of our competitiveness rankings over time. While 



we can easily account for the sample size by presenting 
the results based on the 19*>7 group of countries, the 
changes in inethodolugN' must be kept in mind when 
interpreting the ti.ua. 

Over the past decade, Ukraine's position in the 
competitiveness rankings has remained remarkably stable 
in the constant sample of countries, improving by a few 
positions from S2 in 1'J07 to 48 in 2(Mi7. as can be seen 
in Figure 2.4. When Ukraine entered the sample in 1997, 
it was the List but one out of 5?i nations covered at this 
point in time, lictween 1W7 and 2'H)5.its rank improved 
by only one position and then jumped between 2fK)5 and 
2006 from 51st to 47th pbce. This jump was most probably 
the result of a more positive outlook capturing more 
optimistic expectations by business leaders towards the 
business environment following the 2004 poKtical changes. 

A look at the changes in rankings t'or the diffeaMU 
countries over the past decade represented in Figure 2.5 
shows that the evolution ot Ukraine's competitiveness 
rankings has remained behind the country's potential. 
Countries in (he region, such as Poland and the Russian 
Federation, have improved significantly in the constant 
sample, by 12 and 1 1 ranks respectively. But most of the 
other countries, in particubr in Latin America, have 
dropped many positions. Chile, tor example, despt(e stamg 
improvements in the area of macroecononiic policy, has 
lost 13 positions overall, Turkey has ako lost four positions 
over the same time period. 

2.4 Conclusions 

This chapter h.v> provided an o\'erview of Ukraine's position 
ill the Global Competitiveness Index. I( compared the 
performance of Ukraine against the sample of countries 
covered by the Global Competitiveness Report, identified 
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strengths and weaknesses, and discussed (he Evolution of 
Ukraine's rankings over time. 

Ahliougil Ukraine is less competitive tl»an niost of 
the ccimal and eastern European countries, it surpasses a 
nuniber of its fellow CIS menibers. However, over the 
past 10 years, despite considerable reform cttbrts, Ukraine's 
competitiveness assessment h.is not inipmved significantly, 
unlike other counties in the region, such as Poland or 
Russia. 

To more fully utilise its ci>n)pftitive potential, Ukminc 
needs lo exploit the three adv.mtages it displays when 
compared to the av-crage pcrlorniancc of its peer countries: 
its Urge market size, its still reLuively well educated popu- 
lation and the country's good capacity for innovation. 

In hnc with its stage of dcvclopnu'iit, improving the 
country's competitive position will require reforms in 
the area of basic requirements and efficiency enhancers, 
The major weaknesses arc to be found in these areas. 
In particular institutions, infrastructure and the macro- 
econotnic environment do not perform as well as in peer 
countries. Deficiencies in these areas will require major 
reform efforts. 

The next chapter analyses in detail the competitive 
strengths and weaknesses based on the structure of the 
Global Competitiveness Index. 



Notes 

1 The groiv of CIS member countiies eiclides Bebris, oinently not covered 
by The Global Competitiveness Heport 

2 Ukraine depends on imports la inoet about 75% of its annual Ml and 
natural gas tequirements A dispute with Russia over pncing in late 
2D0S and eady 2005 highbgtitad the depeixlericy on gnergy supplies as 
it led to a tenvorary gas cut-off dunng the winter Ukraine was farced 
to acceiN B doubling of the price of gas. which imposed an additional 
cost estimaleri at USS 1 4 to lISS 2 2 billion on ttie Ukrainian economy. 

3 These questions were inttoduced in 2004. so this is (he earliest data 
availaMe. 
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1 Ik- ovitjU c;k>b.il CAJiiipcticivcness Index (GCI) rjiik 
pnwidcs v.ilii.ibic infbrm.itinn on .1 coiintrx's fonipcti- 
tivt.-ncs'i and i-iiabU-s an intornii-d loniparisun with 
selected peer countries and within the large sample of 
countries tovea'd hy tlic GCI. 15y grouping the variiibles 
into 12 pillars and providing a detailed account of how 
a country (ares on «ach of the pillars and variables, the 
GCI also reveals a country's competitive strengths and 
weakne»es.This provides valuable infortuation for public- 
private dialogue and policy decisions. 

Following on the benchmarking analysis of the overall 
GCI results in the previous chapter, this chapter of llic 
report analyses Ukraine's performance pillar by pillar, each 
section corresponding to one pillar. We detail Ukraine's 
current perfbrniaiice and how the country has fared over 
the part decade. Where relevant, we benchmark the results 
against chosi- of other countries and regions. Also featun-d 
in this duplet are best-practice cases of countries that have 
improved within a short period of time on specific .aspects. 

The chapter follows the structure of the 12 pillars 
of the GCI: institutions, infnistructurc, macroeconon>ic 
stabihty. health and primary education, higher education 
and training, goods market efficiency, Libor market efficiency; 
financial market efficiency, technological readiness, market 
size, business sophistication and innovation. 

3.1 Institutions 

The institutional framework is a system of rules that shape 
incentives and define the way economic agents interact 
in an economy. Uecause it influences inveMinent decisions 
and the organization of production, the institutiorul frame- 
work has a stK>ng bearing on competitiveness and growth, 
as well as on the distribution of wealth in a country. 

Institutions are at the core of a market economy. Clear 
evidence exists that an etBcient and well-functioning 
institiitioiul framework is conducive to economic de^'elop- 
ment.' Figure 3.1.1 depicts the strikingly close relationship 
between country performance in the 1st pilUr OioriZ'">tal 
axis) and economic wealth (vertical ivis).- The correlation 
between the two indicators is as high as .82. Given the 
importance of insiiiutioiis for giuwth. for many transition 
economies the reform of the institutional framework has 
been one of the most difHcult and most important aspects 
of the transition process. 

The institutions pillar is one of the four pillars that 
make up the bxsic requirements subindex of the GCI. 
According to the concept of stages of development 
introduced in Chapter l.thc importance of these pillars 
varies depending on a country's level of development. 
For economics in the most ba<>ic stage of development — 
the factor-driven stage - impriA ing the qiiahrx' of insti- 
tutions can still lead to significant productivity gains, 
compared with more advanced economies. 

lire aaltwrs ivcwW hke 10 ttiank Arseste Panov (or his coalnbubons to 
sections 3 1 and 3 2 of tivs cheptef. 
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Ukr.iiiu-s pcrforin:tr)cc* in the iiiscitiirions pillar is 
detailed in T.ibic 3. 1 . 1 . At the pilljr level, the country 

Mnks a disappointing 1 15th in TJie Global Compttiiiivnfn 

48 Rqwrl (GCJR) sample nude up of 131 countries. Despite 
an increase in its score from 3.0 to 3.1 since 2n()5, it has 
lost |y places over this period.' Other CIS members do 
only sligiitly better as reflected in Cl.S' low median rank 
ot V2.' Anionj; CIS countries, Ukraine precedes only 
Russia (1 Uith) and the Kyrgy? Republic at a nuk-bottoru 
127t}i rank.. Against these results, neighboring £U countries 
appear farther away than ever, even though the median 
rank of EU Accession 12 is fiiirly knv at 5K S. Serious 
institutional deficiencies subsist in some countries, 
particularly in Bulgaria (lil'^th) and Romania (94th). 
The performance of' Malta (31st) and Estonia (34th) 
brightens the picture somewhat. The poor results 
achieved by many eastern Furopcan countries are not 
surprising given that many of chein had to rebuild their 
institutional framework from a low base following the 
collapse ot the communist system. 

In addition to public institutions, the pillar asscs.scs 
the quality of priv-ate institutions, which accounts for 
25% of the pillar score (see Table 3.1.1). Here, Ukraine's 
performance is even grimmer (see Figure 3.1.2). At 
127th, the country is one of the weakest performers in 
the entire sample, only coming in ahead of Bangladesh, 
Chad. Kyrgyz Republic and Tiinor-Leste. 

Public institutions 

The pill.ir's public inscinitions component, in which 
Ukniine ranks 107th, looks al the quaUty of public msli- 
rutions relevant to the flnictioning of an economy and 
covers five aspects: property rights, ethics and corruption, 
undue influence, government inefficiency and security. 



Table 3.1.1 Ukraine's performance in the Institiitinns pill.T 
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Figure 3.1.2 Results for Ukraine and selected regions in the institutions pillar and its components 
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Figure 3.1.3 Public inslitulions' live calegaries 
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Ukniiiie ranks below the 9(>tli iiuirk in the five categories 
(see Figure .3.1.3). 

Property rights 

The protection of property rights is a key feature of any 
ni.irkct economy. Adequate and efficient registration, 
protection an J enforcement reduce the risk of expro- 
priation, which assures investors that their investments 
are protected. In Ukraine, property' rights for intellectual 
and physical property as well as financial assets are insuf- 
ficiently protected. With a rank of 1 17 and a score of 3.1, 
the country actually is closer to the worst performing 
country in the saniple. Venezuela (score of 2. 2). than to 
the EU Accession 12 average (score of 4.6). Ukraine 
precedes only two other C'lS nioinbers, Kyrgy? Republic 
(1 18th) and Russia (119th). Hi-igram A in Figure 3.1.3 
show* the considerable gap between CIS members and 
EU countries. The country fares somewhat better on 



the protection of intellecutal property rights (luKih 
rank), than on general property rights (1 18th). 

The legal basis for the pwtecfion of property rights 
dates back to \W\ when the Law of Ukraine on 
Ownership introduced the concept of private property 
ownership, which did not exist in the Soviet Union. Yet 
the system of property rights remains underdeveloped, 
in particuLir with respect to financial a.s.scLs and real estate. 
Registration of property over financial assets is ambiguous 
and this has led to cases of unresolved ownership of 
companies, At the same ttn)e. kind registration is costly and 
cumbcrsome.This situation inhibits investment and the 
development of equity markets and real estate markets.' 
The situation is exacerbated by a judiciary that docs not 
have an ade(|iiatc capacity to enforce existing laws. 

In recent years, under the Partnership and Cooperation 
Agreement concluded with the European Union, Ukraine 
agreed to implement certain EU directives in the area of 
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Box 3.1.1 Institutional framework for fighting corruption in Ukraine* 

The b.ittlc .igainst corruption requires .iction by mulriplc constituencies .ind st.ikeholders willing to push for 
greater transparency, accountability and integrity. Until recently, according to the corruption assessment carried 
out by Management System International for USAID, there was no single institution in the executive branch 
or any crosi-ageiicy institution in charge of lighting corruption in Ukraine. Historically, this role belonged to 
the Coordination Committee on Combating Corruption and (Organized Crime. In 2n().S, the responsibility 
was transferred to the National Security and Defense Council, without substantial results, There ar« several 
governmental institutions whose mission it is to oversee the executive branch. Some of them arc directly 
involved in monitoring corruption abuses. 

The P.irlijn»cnt hj.s overseen issues of corruption since 1992. Since 1994, its permanent Committee Against 
Organized Crime and Corruption has been very active in promoting anti-corruption policies and initiating 
new legislation, .^mong other functions, it reviews governniental and other annual reports on corruption. The 
Accounts Chamber is an independent governmental oversight institution that controls the finances and the 
performance of all governmental programmes and institutions. It also reviews how legislation is implemented. 
1 he Main Control and Revision Office of Ukraine under the Ministry of Finance conducts financial audits 
of budget expenditures. 



intellectual property (IP) rights. However, these commit- 
ments have failed to prt>duce tangible results. Ukraine 
has yet to implement specific legislation on the protection 

of these rights as pertains to the media industry, where a 

50 legal v.icuimi persists. Overall, hw entorccment related to 
intellectual property remains cumbersome and iiiconsislcnt 
.IS courts lack the c.ip.icity to deal with IP reLited is-sues. 

The adverse consequences for Ukraine of stich a 
negative peR-eplion regarding protection of private property 
must not be overlooked. The tear of being deprived of 
property contributes to a climate of generalized uncertainty 
and distrust, causing investors and entrepreneurs to 
reconsider investment decisions and to look for more 
propitious business locations in other countries. 

Ethics, corruption, and undue influence 

With respect to ethics and corruption, the general 
impression an»ong the Ukrainian business coninninity is 
equally negative. Corruption is pervasive and often resxilts 
in the diversion of public funds, .is reflected in the Kiirly 
low score (3.2) and rank (Sath) on this indicator' l lie 
gowrninent is aware of this problem and has created 
institutions and introduced measures to fight corruption 
(see Box .^.l.I), yet it remains endemic, .is highlighted in 
Box 3. 1 .2. 

Giwn the high lo'cls of corruption, it is not surprising 
th.it business leaders have little rriivt in politicians. When 
asked to rate the trust in the Hiiancial honesty of politiciins, 
Ukrainian participants in the E.tecutive Opinion Survey 
.issign a score of 1.8, corresponding to the 1 lOth rank. 
The very same concerns exist as to the extent of undue 
intluencc. Although Judicial independence exists in principle, 
in practice the judicial and political powers arc not suffi- 
ciently separated and judges are subject to pressure by 
political and vested interests. This is reflected in the low 



1 1 1th mnk for the independence of the judiciary. Overall, 
the judiciary is underfinanced and not appropriately 
statVed, which makes it es'en more prone to capture by- 
vested interests. 

Government inefficiency 

Covermiient inefficiency - the fourth category - consti- 
tutes » major impediment to Ukraine's competitiveness 
as reflected in the low 1 l'>th rank in this category. This 
poor assi-ssment has a number ot' causes. The regulatory 
ensnronmcnt is perceived .is burdensome, as demonstrated 
by Ukraine's |ii4th pbce, Finns are subject to too nuny rules 
and procedures, nuny ot which aiv uiiecesarily complicated. 
The i\-^ilt5 of the FHItl )-W<)rlii U.ink Husiiu'ss F,nvin>nment 
and Enterprise 1'erforin.iiice Survey for 2006 suggest tliat 
the situation in Ukraine h.is been improving over time, 
but that the cost of regulations and red tape in Ukraine, 
in terms of Kith man.igcnu-iit time and intbrnul payments 
to ofticials. remains well above the average for CIS states 
and far higher than the .werage for the Europe/central 
Asia region as a whole.' 

For example, construction permits can involve up to 
50 separate steps and take up to 750 days, while registering 
property iii 20<)(i involved 10 procedures and took 93 days 
on average. Excessive red tape, however, is only part of 
the problem. A survey of entrepreneurs by the OECD'" 
shows that businesses continue to face major problems 
as a result of the instability of the regulatory framework, 
.iiid inconsistency in the iiilerprelatioii and administration 
of regulations, particularly at the local Icvcl.Thc combi- 
nation of excessive regulation, frequent ride changes and 
inconsistent application make it extraordinarily difficult 
for private businessc-^ to comply with regulations, This 
also introduces risk and uncertainty rekited to the regu- 
latorv burden. At the s.ime time, this situation leaves 
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cousulerdble (.lisirt'tiuii in tlu' li.iiids nt olFiciaU dealing 
directly with bnsiiu'ssi's, tlicroby opi-niiij; the door to 
corruption. 

Overall, the publif administration in Ukraine is large, 
ineflicienc. often unresponsive to either citizens or elected 
politicians, and plagued by corruption. A recent OECH- 
EU assessment of seven aspects of Ukraine's governance 
system found that they continue "to operate according 
to modes of organization, practice and thinking" inlietited 
from both the Soviet era and the chaotic decade ot the 
i">9<)s." Many of the challenges related to govertunce 
stem from inadequate !ikills among civil servants, many 
of whom were trained under the old Soviet system. 
The notion of democracy and accountability, customer 
orientation, or appropriate decision-making tools were 
absent Ironi tr.iini:ig curricula, preparing civil servants to 
execute decisions rather than to make or question them. 

As a result, (he politics-administration nexus remains 
extremely vague and the ci\'il service docs not yet Hinction 
as a professional corps. Regulations arc vague concerniiii; 
its scope and such issues as the status of civil servants, 
including recruitment, appraisal and advancement. In 
addition, remuneration arrangements are extremely 
complex and iioii-traiispaR'nt. All these fictors allow for 
a high degree of arbitrariness and intormality within the 
adminisiratiun, and enhance the significance of personal 
and political connections. 

Given the inelTu ienties of public administration, it 
is not surprising th.it the Ukr.iinian business community 
considers government spending as essentially wasteful, 
ranking the country 1 I 1th on this indicator. This poor 
perlornumce also reflects the structure <.>! governtiient 
expenditures, a large share of which is used to subsidise 
inefficient state-owned enterprises. Sections 3,3 and 3.6 
discuss this issue in further detail. 

Serious issues also persist regarding the degree of 
transparency in government policymaking, on which 
Ukraine ranks I I'^th..^ lack of clarity with respect to 
the attribution ol functions and responsibilities reduces 
Ixith transparency and accountabiliry in the policymaking 
process. Fragiiientatiun. opacity and weak lines of 
accountability also tend to tavor the "capture" or 
inlluence of state institutions by powerful special interests. 
All of these problems have been exacerbated by the 
constitutional uncertainty of (he last two years — 
ultimate lines of authority and accountability are both 
contested and unclear, further reducing the prospects 
for intcr-institutional coordination and integrated 
policymaking. 

The legal framework is perceived as largely inefficient 
for si.iK'ing business disputes, ivsulliiig in a low 1 12th rank 
on this indicator.'" Even more worrisome is that over 
the past three years, the legal fr.imework h.is continuoiislv 
deteriorated from a rank of 82 in 2<iM.S.An insufficient 
legal framework for business can undermine reforms in 
many areas that rely on enforcement, such as bankruptcy 
laws. 



Security 

The last area of the pubUc institutions component is 
security. A s.ife environment, relatively free of petty and 
organized crime is obviously beneficial for companies 
(see Diagram F, in Figure In this dimension 

Ukraine. 'J2iid. performs better than in the other cate- 
gories. Its score has improved markedly over the past 
three editions, up from ^.H to 4.3. The fact that this 
relatively high score corresponds to a low M2nd rank 
reflects the observation (hat many other nations do 
relatively well in this area. For example, the European 
Unions average is as high as 5.7. One main concern in 
Ukraine is the low reliability of puUce seiA'iccs to provide 
protection from crime (score of .3.1). fo a certain e.\(eiit, 
this result reflects a generalized lack of trust in civil 
servants - whatever their role. However, the business 
community does not seem to judge the police as sc\'eiely 
as their politicians. 

Private institutions 

The iiiiporlance ol private institutions to foster competi- 
tiveness was highlighted by a number of high profile 
corporate scandals in recent years in the US, but also 
in F.umpc and .^sia. Strict accounting and reporting 
staiidan.ls are key for preventing fraud and misinaiiagement, 
and maintaining investor confidence. In this context the 
use and enforcement of international standards can 
increase fiircign direct investment. Equally, well dewloped 
corporate governance standards cotKribute (o building 
the confidence necessary for the development of stock 
markets and sophisticated financial products. 

Among all of the m.ijor aspects assessed by the GCI, 
Ukraine, at 127th place, &res worst in (his area, which 
captures the quality of corporate governance standards. 
The Mibpillar takes into account two dimensions — 
corporate ethics and corporate accountability. 

Corporate ethics 

In Ukraine, businesses .issc»ss the ethical behavior of 
firms extremely poorly, earning Ukraine an unenviable 
128th rank, down 16 places from the previous year. 
Vynoslavska et al. (2il<i5) confirm through surveys of 
Ukrainian and US companies that busim-ss leaders in 
Ukraine demonstrate less stringent ethical beha\'iour 
compared to their US counterparts and trace these 
differences to the transition experience of Ukrainian 
firms. Such a poor -issessmeiit of business behavior by 
business itself reflects a deeply-ruo(ed lack of trust and 
confidence. In such an envimnmi-nt, business transactions 
ate more costly as they entail additional costs tor verifying 
and checking the crcdibihty of business partners. 

Accountability 

Overall .iccouiitability of businesses, the second component 
of the subpillar, is assessed only slightly better Ukraine 
ranks 125th in this area, a clear decUne firoiii previous 
years. 
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Box 3.12 Point of view: Corruption, a Ukrainian phenomenon 

OKSANA KUZIAKIV 

Institute for Economic Research and Policy Consutting, Ukraine 

Corruption is a common practice in Ukraine. According to a 2(X17 survey. 67% of Ukrainians who have dealt 
with government otTiciais say that they have been directly involved in corrupt transactions of some sort.' 
According to the Quarterly Enterprise Survey (QES), conducted by the Institute of Economic Research and 
Policy Consulting (lERPC), more than 73% of respondents reported bribcr\' to be a common instrunicnt for 
"smoothing" deahng> with pubUc ofGcials.' 

The results of the QES suggest that corruption is .igain on the rise in Ukraine, and has returned approximately 
to 2iM)4 levels, prior the Orange Revolution. At that time, bribes represented up to 6. 5% of the annual sales of 
a company, compared to 1.9% in 2003. In 2iM.i5, the situation injproved .is the administration of newly elected 
President Viktor Yushchenko took power and Prime Minister YuliaTymoshcnko declared her intention to 
fight corruption. The amount of bribes decreased dramatically from 6..S% to 1.4%. Corruption then stirtcd 
picking up again, with bribes averaging 3.6% of annual $a\es in 2fi<)6 and 4,2% in 2007. Small and medium 
size firms face a higher "bribe tax" than brger corporatcs. 

Yet despite these high figures, the business conimunit)' is not sure that paying bribes act\ially helps bypassing red 
tape, which itself constitutes a njajor impediment for conducting business in Ukraine. In 2(X 13, about 25% of 
Ukrainian enterprises expected bribery to pmduce no effect. In 2oii.S, the percenuge peaked .it 66% up from 
30% in 2004. In 2007 it was 53%.The figure is the highest among Lirgc firms of which 71.5% of respondents 
were unsure whether after paying bribes the "services" would actually be delivered as agreed. 
When considering corruption in Ukraine, one cannot overlook the role of informal rcbtions with government 
officials. Businesses consider it important to establish strong working relations with those sute bodies th.u have 
a say in enacting and enforcing business- rebted rules. Indeed, 72% of respondents consider having informal 
rcbtions with the representatives of public authorities to be important tor the succes.s of their bu.sincss. Among 
government otHcials, the State Tax Administration (STA) has been consistently cited as the most important 
with which to have informal relations. As Table I shows, in 2007 some 67% of respondents considered h.iving 
informal relations with STA ofiicials as a "wry important" or "important" determinant of success, followed by 
local authorities and the police. The QES also shows th.it lai^c companies tend to h.ivc closer rcbtions with 
state bodies than SMEs and think that they are more important for sticcess. Since 20o3 the perceived importance 
of informal relations iiicre.i.scd dra.stically to peak at 79% in 2004. It has been hovering amund 70''i) since then. 
Another striking result from the QES 2007 is that over 50% of managers say that turnover of civil servants has 
an impact on the success of their firms.This is further evidence of the importance of being well connected. 



Figurs 1 Corruption In Ukraine 



■ Absolute level of corruption* ■ Informal relations" 
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Tablet Importance of informal 


relations with state 


authoril 


les for business 


success' 








1999 


2003 


2004 


2005 


2006 


2007 


2007 VI. 2006 


STA 


508 


52.4 


74.5 


59.1 


64.1 


67.3 


3.2 


Local authorities 


43.4 


4S.3 


S7.9 


56.9 


59.4 


80.7 


1.3 


Police 


368 


39.6 


66.2 


529 


52.9 


564 


35 


Central government 


31.1 


33.8 


29.6 


44.0 


SI .9 


50.8 


I.I 


Oblast authorities 


41 0 


42.1 


344 


58.5 


46. 1 


46 2 


0.1 


Total 


SOX 


50J 


7M 


73.2 


72.0 


72.0 





* Pcfcant ot lesponiltnts that antss relations at Vnportanr m Vary Impsnant*. 



Sourc» Ouarttrty Zn\atpn%* Surv«v. i^slilutfl lor Economc Rose^fch and Foley Coraurttrtg. TOM IW 



There exists ample evidence that corruption is widespread in Ukraine. At the same tintc, corruption is perceived 
to be a part ol everyday life and people tend to consider it as normal practice. Over hal< of Ukrainian citizens 
believe that comiption is justified in most situations to get things done. ' Indeed, the QES indicates that dcsf^ite 
the pervasiveness of bribing among business, corruption is not «ven among the top 10 obstacles to businesses 
growth. It actually ranks I 5*, way behind factors like "excessive taxation", "lack of demand" and "high 
competition" (see Figure 2). Corruption has become such a common practice that Ukrainians no longer 
consider it an issue and actually rely on it extensively. This is unfortunate but should by no means be seen as 
a reason for inaction. Corruption is a major obstacle to economic development and it should be combated 
vigorously. 



Figure 2 Selected impediment to business growth, percent of respondents 



O Corruption O Lack ot demand O Excessrve taxation High coniputiiion O Lack ot capacity 




Source InstHula tDrEcononic Ra&earch and Foley Cornutltn^. Quaitoftir Cntarpnu Sia«v ]M4 HCI 



1 USAttl. Millcniiini Ctullengf Corporjtinn .)nc1 Mjn.igcnicnr Sywenn liicrrii.uion.il, Pivmi'ting •ftr/iiy cirurn ft{gngtmfiii in <fmliiiii^g wmi/iriiw 
in i'hiiinr (May 2m>7)..\vjiiUblr .it http://vvww.pjcc.urj5.ui.'imag«/pfcs»_icl_survi'y_rci.doc. 

2 Quancrly Entcrpritr Sur\'cy, Institute for Economic Rcwirch and Policy Conuilting. av;iiliblc Jt w\vw,icr kiev,ua/q«, 

3 See iiuitr 2 iibuve. 
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Table 22A Ukraine's performance in the infrastructure pillar 
in intematiDnal comparison 



Ukraine also receives bn<\ marks tor lis iiiideidevek)pe<l 
mechanisms to protect minority' shiireholdcrs' intcrcsts. 
It appears close (o the bottom of the ranking at I27tli. 
two places behind Russia. Ukrainian law docs not grant 
miiioritN' shareholders of large companies siifTicieiitly 
strong voting rights to elVcctivcly protect their interests. 
In this respect, th« introduction of cumulative voting 
rights would most hkcly help to improve the situation.'' 

Equally, the auditing and reporting standanls regarding 
the financial performance of companies arc weakly 
defined and enforced, as reflected in the low ranking 
on the relevant variable (1 18th). So far, Ukraine has not 
adopted international financial reporting standards 
(IFRS), which are binding for companies in the EU. 
Ukrainian companies are required co disclose their 
financial report only nine months after the end of the 
fiscal year, which docs not give shareholders the oppi>r- 
tiinity to familiarize themselves with the financial situation 
before the shareholders meeting that usually cakes place 
about si.\ months after the end of the fiscal year. The law 
also docs nor require assets to be valuated at market 
prices before being sold or acquired. This opens the door 
to asset stripping, particularly in companies dominated 
by a few sliareholders. 

Overall, supervisory boards have little power over 
corporate boards, thereby limiting the accountability of 
managers for their actions. On the related variable .xssoising 
the ertk ieiicy of corporate boards, the country ranks a 
low 101st. Here, the problems lie in the very weak legal 
basis for control of management by supervisory boards, 
linportaiitlv. supervisory boards do not have a legally 
reqiured nuuiinum responsibility. The law does not 
require them to appoint or fire management boards or 
to approve large asset transfers, which significantly limits 
control over managers and creates additional opportunities 
for fraudulent activities. 

.\ report by the European Bank for Keconstruction 
and Development assesses the etTectiveness of corporate 
governance and analyses^ the details behind the weak 
performance across central and eastern Europe and the 
CIS." For Uknine, the report concludes that the lack of 
effectiveness and enforceability of the legal framework 
for corporate governance is a particular ptublem. In light 
of Ukraine's aspiration to join the EU. corporate gover- 
nance standards must be brought in line with inter- 
national norms in the process of integration. However, 
significant iinprovemenls to corporate governance will 
require major reforms and a huge effort in terms of 
training of experts, as well as strengthening capacity in 
regulatory institutions and the courts. 

3.2 Infrastructure 

Phystcai infiastructxire plays an important role in enltancing 

the growth pn>spects of an cc<jnoniy. As shown by various 
empirical studies, both the level and quabty of inthistrucniiv 
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3.6 
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Russian Federation 
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Ukraine 
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3.1 
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81 


3.0 


Romania 


10D 
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arc important in raising private sector productivity and 
investment rates (see Chapter l).The GCI specifically 
eniphasi/es three types of infrastructure considered 
particularly important for business: transport infrastnicturc, 
power and telecomniunications. As a basic feature of any 
economy, the infr.tstructure pillar enters the basic 
requirements subindex of the GCI. 

Prolonged stagn.ition towards the end of the Soviet 
era and under-investinent in the 199l)s have left much 
of Ukraine's infr-istructiire in a dire state. The country 
ranks 77th in the GCI's infrastructure pillar, and remains 
relatively far faiin EU standirds. It precedes Poland (H(ith), 
Bulgaria (84th), Romania (KKUh). Brazil (7«lh) and 
Argentina (Slst), but trails all the other F.U Accession 12 
countries, as well as three of the bRIC"s (Russia. China. 
India). Ukraine also ranks 77th, as to the quaHty of general 
infrastructure with a score of 3.1 - a small improvement 
since 2(100 (see Figure .V2.I). 

The good assessment of the railroad infrastructure is 
particularly noteworthy in Ukraine, with a rank of 31st 
glolxilly, ahead of Hungary and PoLind, but behind Rus.si.i. 
As agriculture, extraction industries and nianutacturiiig 
(ferrous and nonfcraius metals, machinery and transport 
equipment, chemicals, and food processing) account for 
a large portion of Ukrainian GDP, a good railroad infi^- 
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Figure 3.2.1 Qualitv of infrastructure", 2000 2001 
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Table 37.2 Ukraine's performance in ttie infrastructure pillar m detail 
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scructiire contributes to niaintaiiiiiig the coinpeticivenies$ 
of these industries. Some other countries with a siniiLir 
CDV structure and with higher per c.ipita income levels, 
such as Romania or Argentina, rank below Ukraine on 
this indicator. However, the sector remains in state hands 
and hberaliz.ition could further contribute to increasing 
the efficiency ot the railroad transport system. Introducing 
an independent regulator of the sector would also help. 

Over the past few years, the increasing share of rail 
freight due to buoyant conniiodity trade has boosted the 
fmancial health of railways in Ukraine. The countr\' has 
benefited finoni its geographic position as a transit route, 
with most of the transit traffic going from Russia to the 
Ulack Sea ports and iiivc>lving heavy coniinodities such 
as oil and iron ore. However, the cost effectiveness of 
passenger raiKvay traffic decreased as cross subsidization 
of pa.ssenger railway trafKc thn.>ugh freight decreosed.The 
port facilities and inland water^vays h.we been assessed at 
the 86th rank worldwide, down from the 63rd position 
in the previous year. This drop in rank reflects only a 
small change in score over this time period. 



At the same time. Ukraine's performance on indicators 
measuring the quality of roads and air transport (I 16th 
rank in both cases) is dismal and indicates the need tor 
investments to upgrade the qualit\' of highways and airport 
facilities. Ukraine has rcLitively low road use and experi- 
enced a sharp dechiie in road freight traffic during the 
rJ9iH:. This trend, which reflected the slow and compar- 
atively prolonged transition period, has recently reversed. 
Currently, ni.Tjor road infrastructure projects include a 
new ring R>ad around Kyiv, a motorway connecting the 
west with the ca.stern part of the country, and a toll road 
from Kharkov to Dnipropetrovsk. Box 3.2.1 outlines the 
current challenges and opportunities in the road transport 
sector in detail. 

The poor .isscssnicnt of .lir tran.sport infi"astructurc is 
at odds with the intensity of air traffic to and from Ukraine. 
In terms of .ivailability of seat kilometers. Ukraine ranks 
■I relatively high S'Jth, althotigh the business sector .isscsses 
the quality of air transport infrastructure very poorly at 
I I6th rank worldwide. ' The current upgrading of air 
transport infrastructure includes the reconstruction of 
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Box 3.2.1 Point of view: From accumulating loans to profit-yielding investment 

OR VOLODVMYR NIKITIN, Director 
ILDAR GAZIZUaiN, Senior Researcher 
International Center for Policy Studies 

Ukraine has a high potential for investment in transport infrastructure 

Ukraine can become a powerftil transport center tor the European continent. Creating an enabling environment 
for developing competitive multi-modal transport routes through Ukraine can attract transit flows ^Tom Asia 
to Europe. At the moment, the major part of transport flows in Ukraine and the Black Sea region consists of 
raw materials, wliile the future will belong to the transportation of goods with high value-added. 
The services sector in Ukraine is developing luicvcniy. Telecommunications, real estate, the financial sector, 
and the hotel business are the main targets (or investment in the economy. The development of the transport 
sector is lagging behind. 

Today. Ukraine does not have a single implemented project for building and maintaining roads on the 
basis of a public-private partnership. Negotiations by the Ministry of Transport and Communications with 
construction companies fiun» China, Spain. Turkey and France did not yield much success. To date, large-scale 
and long-term investment has not been channeld into this sector. Large investments face risks related to 
imperfect legislation on the allotment of land and financial terms and conditions of concessions. So far, 
the country h.is not managed to minimise these risks. 

Condition of Ukraine's infrastructure close to disastrous 

Neglected road management reduces the transit appeal of Ukraine. The quantity and especially the quality 
of municipal and inter-city motor roads do not meet the requirements of trans-European transport corridors 
and the country's rapidly growing stock of vehicles. According to the State Motor Road Service of Ukraine, 
the country annually foregoes approximately US( 1 billion worth of transit business due to unsatisfactory 
condition of roads. Out of 16.000 kilometers of national roads, only 2,200 kilometers meet the standards 
of a motorway. 

Both building new roads and maintaing existing infrastructure is urgent. For example, in the country's 
western oblasts (regions) that are important for transit, investment in road infrastructure accounts for just 
one-third of the planned figure. As a result, the quantity and the quality of repaired roads do not meet the 
set objectives. One of the bottlenecks in road infrastructure is the poor state of bridges as most were built 
during 1960s and 1970s. 

The regulator in Ukraine has attracted little investment for developing infrastructure, notably less than its 
neighbors. Rus-sia has achieved significantly more in terms of improving infrastructure, for example in 
terms of modernizing and increasing the carrying capacity of ports, primarily due to the more active role 
played by businesses. 

The roots of the problems 

Road construction is a large business that offers significant opportunities for corruption and theft. As a 
result, there is a powerf ul resistance to change on the part of bureaucrats and local, wcll-connectcd businesses. 
The State Motor Road Service of Ukraine is responsible for the entirety' of road management. It designs 
and builds roads and, at the same time, operates then). Imperfect legislation concerning tenders impedes 
the participation of private capital in the competition for road works contracts. 

Another factor hampering the development of this sector is the state's limited understanding of the role 
of business in infrastructure and in the economy as a whole. The government views the private sector first 
and forenjost as a source of much-needed capital. However, its role as a generator of business projects and 
a supphcr of efTicicnt managers to implement such projects is neglected. The government's key projects 
related to upgrading mad infrastructure arc generally funded by large loans from international organizations 
under state guarantees. 

The legislative support for public-private partnership projects is also insufficient to attract investment. 
In the opinion of the World Bank, this is the result of the lack of guarantees on the part of the state for 
covering investors risks, for example, when the planned tratTic intensity on a toll road is not achieved. 
In .iddirion, there is no opportunity to use other models providing a return on investment, except for collecting 
direct road tolls. The laws concerning concessions for the construction and maintenance of motor roads 
that are currently in force do not work in practice. 
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The government realizes the need for amending the legislation and changing the institutional organization of 
the system 

Currently, the 2012 European Football Championship is the; main factor pressuring the government into 
action. The cost of developing transport infrastructure needed to hold the championship is approxintately 
USS 25 billion. Such a sum is not avaibbte in the state budgct.Thc main source of financing consists of loans 
that Ukraine started receiving under state guarantees fn.>m renowned financial organizations, siicii as the 
European Bank tor Reconstruction and Development and Morgan Stanley. 

In 2iK»7, the government introduced a number of changes to the legislative field. Por example, the State 
I'rogranune for Developing Motor Koads for 2IM)7 to 201 1 provides for building roads on the basis of 
concessions, and ako for reconstructing iwads with the help of loans. Amendments to the law on concessions 
for the construction and maintenance of motor roads provide for instituting new forms of concessions for 
reconstruction, repairs and maintenance of motor roads. Finally, the government is examining the possibilirv' 
of outsourcing the construction capacity currently with the State Motor Road Service to private companies 
on the basis of tenders. 

The success of Ukraine's road poUcy will depend on whether the government will be able to cooperate witli 
business in the process of planning and maintaining transport routes. If this does not happen, there is a real 
risk that the loans will be used inefiectively and inelliciently. Ukraine needs to take account of a broad range 
of interests in implementing reforms, including construction companies, operators of infr.istructure facilities, 
and transnational companies seeking new routes for transporting goods. The preparation for and the holding 
of the 2lil2 European Football Championship is a chance for Ukraine to draw global market stakeholders' 
attention and resources to the country's transit potential. 



Kyiv's second city airport (Kyiv Zhulyany), which requires 
more than USS 4i> million of investment, and is due to 
be completed in 2oi 1. ' 

In the coming years, the government plans to attract 
private fijnds for public road infrastructure under public- 
private partnership (Pl'P) schemes and to create toll 
roads. To date, the underdeveloped regulatory framework 
and the lack of market orientation of privately financed 
infrastructure projects have been hindering such PPP 
projects. 

In the area of telecommunications intrastructurc, 
Ukraine does well on the qiiandty of available telephone 
lines, ranking .T2nd.Thc liberali/atior of the tclcconi- 
munication market, particularly m the mobile telephoiiv 
and the Internet sectors. h.is greatly improved the effi- 
ciency and availabiUry of telecomnuinications services, 
wliich today are better than in a number of other cx-Sovict 
republics. However, in their answers to an Executive 
Opinion Survey ciucstion not included in the GCI, 
busiiiL ss leaders asM.ss the availabihty of the telecommu- 
nications inlrastriicture with an average score of 4.7, 
which is fairly low in nitcrnational comparison (l<)3rd). 
This shows that although the penetration rates are fairly 
good, there appear to be problems in the reli.ibility and 
quality ol Axed telephone lines. .•Mthough fixed telephone 
lines are increasingly being replaced by mobile telephony, 
they remain important for connecting to the Internet 
and sending fixes. 

Because ot the dependence on Russia lor oil and gas 
and the history of energy subsidies, power generation 
and distribution are very sensitive topics for Ukraine's 
policymakers (see Box 3.2.2 for details of the gas disjiute 



between Russia and Ukraine). Structural reforms of the 
energy sector are necessary and would certainly improve 
the current SSth rank in terms of reliability of energy 
supply. The sector remains to a brge extent in state hands, 
but Ukraine h.vs privatized portions of the distribution 
network and an independent regulator has been set up. 
In a'cent years, power generation and distribution 
attracted much private sector investment. Current plans 
to increase the capacity for power generation include 
four electricity generating plants in Odessa, which is 
likely to contribute to improving the situation. 

Ukraine is a key transit center for Russian natuial 
g.is exports to Europe and its .iging natural g.is infra- 
structure is a concern both for European constiiiiers and 
Russian producers.Thc fi-agilc state of Ukraine's natural 
gas transport infrastructtiie' was highlighted by the powerfiil 
blast in 2<)(>7 that destroyed a significant stretch of the 
Bn>therhood pipeline, one of Ukraine's nwjor transit 
carriers of natural ga.s."Thc main challenges to be 
addressed are disrepair and under-utihzation of capacity. 
Some of the pipes have been in operation ior 2tt to 30 
years, and repairs were rarely carried out because of a lack 
of funds. At the same time, capacity is nut fully utilized 
and could be increased through reh.ibilitating and 
upgrading the existing infrastructure. 

To provide reliable supplies domestically and in 
Europe will require more investment in the Ukrainian 
transport network, more international cooperation, and 
a nujre Iraiisparciit energy sector. Ukrainian and Russian 
state-owned oil and gas companies, Naftogaz Ukrainy 
and Gazprom, have started work on a new pipeline troni 
U7horod to Novopskov that will increase Ukraine's 



The Ukraine Competitiveness Report 2008 © 2008 \World Economic Forum 



Box 3.22 Gas supply dispute 

In December 2{K)7, state-controlled Russian energy giant Gazprom reached an agreement with Ukraine that 
set the price for Russian gas supplies at the Ukrainian border at USS 17*>.S0 per 1,(M)0 cubic meters of gas in 
2f M)8. Under previous agreements, Ukt;iinc paid USS 130 per 1,000 cubic meters. 

The 2(H)7 agreement also raised the transit fee for gas in Ukraine slightly, to USS 1.70/1. (MM) cubic meters, up 
from the previous rate of USS 1.60/1,000 cubic meters. Gazprom also charged independent gas producers in 
Russia USS 1.70 per 1,000 cubic meters in 2008, a 19% increase over the previous rate. According to European 
and Russian analysts, the new .igreement. which raised the price Ukraine will pay for natural gas by annmd 38%. 
to some extent alleviated fears in Western Europe that a price dispute between Russia and Ukraine could lead 
to a repeat of the stand-otT between the two countries in January 2(XJ6, when Gazprom temporarily halted gas 
supplies to Ukraine. Vet. another disagreement arose in February 2(M)8 over the supply scheme involving 
RosUkrHuergo. The USS 1.5 biUion debt claimed by Gazpron). but rejected by Naftogas of Ukraine, could 
potentially lead to a new dispute. 
Soum: RinuTodir- 2<HI7'. Elrkionni \Aria Uknrini 2nnci 



Box 3.2.3 Utility tariffs reforms: Best practices of managing the social costs of utility 
price increases 



Ukraine inta>duced the Law on Conununal and Housing Services in 2004 tliat requires tlie regubtor to compen- 
sate utilities for bclow-cost tariffs. This policy has provided incentives to local authorities to effectively imple- 
ment cost recovery tariffs, 

However, utihty tariff reforms have a significant impact on economically exposed social groups. As highlighted 
by Gray et al. (2007), utility subsidies in recent years have represented almost 0.8% of GDI' in Ukraine, mak- 
ing them one of the most expensive means of reducing povcrty.Thc EBRD recommends using household 
.illowances instead of subsidies to sustain the competitiveness of the utiUty sector, while building on the best 
practices in central Europe and other neighboring countries. 

Other countries in the region, such as Kazakhstan and Hungary, have already implemented better targeted 
family benefit programmes to provide cash transfers to poor households. Poland h.is provided unemployment 
benefits through housing allowances rather than using energy price subsidies, thus setting the practice of trans- 
parent allocation from the budget. In mid-2006, Albania decided to replace the compensation of consumers 
unable to p.iy utility bills with a direct cash transfer to socially vulnerable households. In Romania, the intro- 
duction ot lifehiie tariffs (a low rate apphed to a quantity ot basic consumption) for electricity provided a rela- 
tively effective means of targeting the poor and supporting encrg\' efficiency. 

Sniiirc: Wiirid Uu%k 2oa7c\ OECD 2uM 



tnuisport cap-nciiy to western Europe by 25% at its expected 
completion in 2009." 

The administration of tarilHi for electricit\' for 
households h.is been one of the major preoccupations of 
ihc government, with several taritl revisions in the past 
three years. Whcr«s the non-payment issue and the low 
cash payment level have beeti solved, improvements are 
still in order in the power sector. Tarift n:ft>rms and liirther 
elimination of the cross subsidization that was stifled by 
external encrg>' price shocks in 2006 will be beneficial.' 
Inadequate tariffs account for the bulk of the hidden 
costs estimated in Ukraine (3% of GDP), similar to the 
situation in Romania and Poland.'" Box 3.2.3 outlines a 
few examples of how other countries in the region have 
dealt with tariff reform in the fiice of social pressures. 



3.3 Macroeconomic stability 

The macroeconomic stability pillar captures key deter- 
minants that make a country's macroeconomic situation 
predictable, sustainable and thereby beneficial to the 
business environment. It is one of the fl>ur pillars making 
up the GCl s basic requirements subindex and for this 
reason constitutes a particularly important determinant 
of competitiveness for countries at the earUcst stages of 
economic development, such as Ukraine.'' 

Although it is certainly true that macroeconomic 
stability alone caimot increase the productivity of a nation, 
it is equally true that macn>economic in.stability severely 
harms the economy. Keeping inflation, the deficit and 
debt under control, as well as a narmw interest rate 
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spctrad and liigli saving raceii, art higlily beneficial tor chtr 
prcdictabilit)' of the business environment and for ensuring 
the avaibbility of capital fur invcstinciit at reasonable 
interest rates. 

With its rank of 82 and score of 4.7, Ukraine is in 
line with the average performance of CIS countries (see 
Figiire 3.3.1). Because of the presence of resource-rich 
countries, the region offers a very inixed picture. 

Energy producers Azerbaijan (23rd), Kazakhstan 
(25th), and Russia (37th) do well, thanks to very low 
public indebtedness and high budget surplusses despite 
surging inflation of some IWi. With the exception of 
Armenia (S7th).all non-oil producing CIS countries 
rank lower than Ukraine. T.'ijikistan (127th) and Kyi^'Z 
Republic (128th) appear as absolute laggards, only ahead 
of Ethiopia. Guyana and Zimbabwe in the overall sample. 
Ukraine trails all the EU countries bar Romania (K4th) 
and Hungary (107th). Yet the Ukraine-EU gap here is 
not as wide as in the other pillars. 

Despite its low rank, almost all the macroeconomic 
indicators captured by the GCI arc evolving in the right 
direction. Since 1991 the macroeconomic situacion has 
been improving steadily, despite a dent in the wake of 
the 1998 crisii.To highlight the progress made by Ukraine, 
the macroeconomic stability pillar was estimated back to 
1995 using the btest data available. The remits are 
reported in Table 3.3. 1 . Following the crisis, the score 
starts improving markedly, Itom 3.ii in 1999 to 4.8 in 
2006. As described below in more detail, inflation 
remains the biggest inunediate challenge to Ukraine's 
macrueconomic stabiUty.The following pages examine 
Ukraine's performance on each of (he five indicators 
included in the pillar. 

In 2iM)(>. Ukraine's budget deficit (see Diagram A 
in Figure 3.3.2) amounted to 1.9% of GDP, down from 
4.4% in 201 14 and 2.3% in 2005. This corresponds to the 
82nd rank globally. The 1998 crisis has not only had 



negjuve tfletts. l or exaiiiplc.it has nude liscil policymakers 
averse to high levels of deficit and debt. The maintenance 
of fiscal discipline since 1 999 lias contributed to restoring 
confidence among investors, and also resulted in a spec- 
tacular shrinking of the debt. 

However, this rebalancing was chiefly achieved 
through privatization gains, higher corporate taxes and 
the reduction of tax privileges and fiscal loopholes, 
rather than more painful cuts in expenditures, thus 
avoiding retorms necessar)' for sustainable improvements. 
On the contrary, the size of the pubUc sector has been 
growing steadily over the period and now represents 
more than 4o% of G1")H As a a-sult, despite the undeniable 
pmgrc« described above, there arc now growing concerns 
as to the soundness and sustainability of the government's 
fiscal policy and its impact on long-term inacrocconumic 
stability. 

Public expenditures represent 45% of GDP. up from 
37% in 1999. Pledges made during the 2004 electoral 
campaign included a 50"b hike in the public sector miiii- 
nium wage in the following year and, more importantly, 
a tripUng of pension benefits, resulting in a drastic increase 
in private disposable income. .Although these reforms 
were certainly socially (and politically) beneficial and 
boosted consumer demand, they were made with little 
regard fur the long-term financial commitment they 
represent. In .iddition. maintaining the fairly high tax 
burden that penahzes investment and job creation may 
have longer Listing negative etlccts on growth than the 
consumption boom the reforms have brought about. 

The expenditures incurred by the new pension 
regime amount to 1 5% of GDP, a ratio believed to be 
the worlds highest (IMF 2007b). Indeed, the OECD 
(2(H>7) deems it unsustain.ible unless current retirement 
ages — 55 years for women, 60 for men — are raised."" 
Yet, with a hfe expectancy of 62 years for men, such a 
recommendation is simply unrealistic for the time 
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Figure 33.2 The five indicators of the macroeconomic stability pillar 
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Table 3 J.I Estintates of Ukraine's score in the macroeconotnic stabiity pillar 



Indicator 


1995 


1996 


1997 


1998 


1999 


2000 


2101 


2002 


2003 


2004 


2005 


2006 


General gavemment balance (% of GOP| 


■A 7 


-3.2 


-M 


■25 


■23 


-I.I 


■0.9 


0.1 


■07 


■4.4 


■2.3 


-13 


Gross national savings rate |% o< GOP| 


23.7 


20.0 


188 


17.7 


22.7 


24.5 


25.5 


277 


27.8 


31.8 


25.2 


UJt 


Inflation 


376,4 


802 


159 


106 


22.7 


282 


12.0 


08 


52 


9.0 


13.5 


90 


Interest rate spread 1%) 


52.4 


46.3 


309 


32.2 


343 


27.8 


21.3 


17.4 


10.9 


9.6 


7.6 


7.6 


Gcrtetal government debt (% of GOP) 


21.6 


24.2 


301 


37.6 


51.0 


459 


36.9 


335 


293 


25.9 


19.7 


16.5 
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Table 332 Ukraine's score on the mscroecanamic stability pillar 
assuming various inllation rates 
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being.-' Another .ilnrniing figure is the pensioner-worker 
ratio wliicli currently stands al .93 — there arv ')?> pensioners 
for every 100 workers. To eliminate the deficit of the 
pensit>n fund and ensure its sustainabtlity. the government 
must .ifcelenite the transition towards a thrcc-ricr pension 
scheme and discourage early retirement. Currently, a large 
portion of the public budget is spent on financing the 
pension deficit. 1 i>is considerably crowds out investments 
required in other sectors. In particular, infrastructure, 
healthcare and education are in dire need of reform and 
upgrading. Sections 3.2, 3.4, and 3.5 of this chapter discuss 
these isiiues in more details. 

To finance such ballooning expenditures, the govcrn- 
metM is left with few options, E.xperts agree that corpo- 
rate ta.xation, which represents 85% of all government 
revenues, has become excessively burdensome. This 
means that increasing t.ix rates is not conceivable."' 
Fortunately, there b still considerable toom for improving 
the ta.\. system administration and the design of the tax 
system, while broadening the fax b.ise.' Moreover, any 
policy conducive to legal job creation and reducing the 
gray economy would be most welcome, as it would 
increase the number of taxpayers, and at the same time 
addri'ss some iif titc issues related to pensions. 

Finally, continued privatization and a lifting of the 
moratorium on the selling of agricultural land would 
constitute another important, though non-recurrent, 
source of revenues. Unlbrtunately, the political will to 
undertake these reforms has b«en lacking recently. The 
selling of state-owned assets has virtually ground to a 
halt in 2W(i, with receipts amounting only to 0.1% of 
GDP, following a wave of privatization in 2004 and 
2005 that earned the government gains representing 
respectively 3% and ,S% of CiDP.The moratorium, initially 



due to end in 2li<)7, is not expected to be lifted before 
2tJ09."' in the meantime, the government must create 
the necessary Icgislatiw framework for a property market. 

CFOverntnent debt (Diagram IJ) is tightly linked to 
the evolution of the government budget balance and to 
growth. Since the beginning of the decade, thanks to 
tl»c virtuous combination of fiscal rigor and strong 
gR>wth. the public debt went from a reCLird '■iO"n of 
GDP built up between Ukraine's independence and 
1^99, down to 16.5% in 2006.=' The IMI- (20ii7b) predicts 
the debt to remain at .imund 15% of GDP at Ictst until 
201 1.'^ With such low indebtedness, Ukraine ranks 17th 
among GCR countries. In comparistin, the CIS .iveragc 
is 25%, whereas EU Accession 12 average stands at 33.5% 
and the EU 15 average at a very high 56%, which 
should by no means serve as an example for Ukraine. 
Yet, in the light of the fiscal developments described 
above, debt could increase just as fast as it went down 
in previous years. 

The most problematic factor remains inflation 
(Diagram C). Down from the four-digit levels of the 
early 1^90$, inflation has nonetheless been exhibiting 
an erratic path over the past decade. In the past four 
years it has been hovering .it around 1i»%, which remains 
very high compared to EU levels. ' .\s Table 3.3.1 shows, 
inflation remains the Achilles" heel of Ukraine's macro- 
economic situation. If it was kept under control, Ukraine 
would most Ukcly rank in the top half of the ranking in 
terms of macroeconomic stability, ranking above, or in 
line with, EU countries, as shown in Table 3.,'\.2. 

While the benefits of low inflation are obvious, the 
means to achieve it in Ukraine arc less so, due to a multi- 
tude of factors: the de facto dollar peg. strong economic 
growth, the country's high vulnenibility to fluctu,iting 
commodity prices on both the export (agriculture and 
inetils) and the import (oil and gas) fronts, prolonged 
political instability that impacts the volume and conipo- 
sitioii of public spending, and growth in private credit. 
The consequences of such volatilir\' are numea>us and 
dire. Box 3.3.1 examines in further det.iil the issue of 
inflation and explores the various options for achieving 
greater price stability. 

The interest rate spread (I^i<igr>>ni D) has been 
progressively narrowing following a peak reached in the 
aftermath of the 1998 crisis. ' Interest rates in general 
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Box 3.3.1 Point of view: Perspectives on inflation 

mVNA AKIMOVA 

People's Deputy, Pailiamentof Ukraine 
VIADYSIAV KOMAROV 

Senior Economist, Bureau of Economic and Social Technologies (6ESTI 

In 2fH>7, ,iccording to prcliniin.iry cstim.-»tcs, real GDP in Ukraine grew by more th.in 7%, fuelled by expanding 
private consumption and booming investment (see l-igurc l).rhus. the economic recovery of Ukraine initiated 
in 20CtO and marked by an average annual GDP growth rate above 7% continues. 

However, macroeconotnic prospects of Ukraine for the medium run are challenged by increaang inflationary 
pressures. Since 2(H)4, inflation, that is the increase in consumer price index (CPI), remains at double digit 
levels. It reached 12.3% in 2(H)4. 10.3% in 2<Mi5,and 1 1.6% in 2()ii6 (end of period). In December 2(M)7. infLition 
accelerated to 16.6% (year on year), the highest in seven years. Consumer inflation was driven by a significant 
rise in prices for food products (23%) which account for some 60% of the consinner basket (see Table 1), 
Inflation in Ukraine exceeds that of neighboring countries, for example, 1 1.9% in Rus,sia, 4.2% in Poland, 
6 7% in Romania and 7.4% in Hungary. 



Figure 1 Evohition in consumer price index and producer price index, Ja^t.-.w .'uK DBcemtier 2007 
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Tablet Inflatiaii 
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18 
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What are the main drivers of Ukiaiite's inflation? Two external factors play an important role. Une is the rise 
in food prices in international markets, fiiclled by growing demand, especially from Asian countries, and 
demand for agricultural products from producers of biofiiel.The second factor is energy price shocks, in 2006 
and 2(M)7, imports of gas and oil became much more expensive for Ukraine. The gas price went up 2.2 times, 
and the oil price increased 1.5 times, thus contributing to cost-push inflation. 
Yet two other major drivers are internal — expansionary fiscal policy and loose monetary poUcy. 

Expansionary fiscal policy 

In 2()(i7, Ukraine continued its long-lasting electoral cycle that started in 2004 and brought about a significanc 
fiscal expansion due to a substantial increase in social payouts, such as socnal transfers, minimum ^^'ages, and 
public sector silarics.Thc share of transfers in household disposable income almost reached the level of the 
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Figure 2 



Evolution in monetary base and M3 aggregate, July 2005-December 2007 
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wage share.The share of social expenditures of the general government in GDP increased from 24% in 2'M)4 to 
an average of 27.5% between 2005 and 2(H)7. Fast consumption growth-driven by a strong increase in real 
disposable household income (2lKI% in 21106 and 12.5% for the first 1 1 months of 2(M)7) and an enormous 
expansion of consumer credit (134.2% and 97.8% respectively in 2006 and 2(K)7) pushed up demand-pull 
inflation. Growth of real wages that exceeded productivity gains contribiitcd to cost-push inflation. 



Loose monetary policy 

Under the fixed exchange regime and record high net capital inflow in 2005 to 2007, the National Bank of 
Ukraine (NBU) had to regularly intervene in the foreign exchange (forcx) market to absorb excessive dollar 
supply (see Figure 2). Growth in M3, a broad measure of the money supply, was further induced by rather 
passive sterilization efforts of the central bank. In the second half of 2006 the NBU cased the monetary stance 
by reducing refinance rates and lowering rcser%'c irtiuiremcnbs at a time when intLition and growth were picking 
up. As a result, liquidirv' m the banking system has risen by 58"ii and wvis accompanied by a fall n) inter-bank 
real interest rates, which were already negative. In 21)07, the NBU maintained negative real interest and refinancing 
rates. For example, the average NBU weighted refinancing rate in 2007 was 10.1%, below the inflation rate of 
12.8%. During the second and third quarters of 2007. the NBU reduced the use of deposit certificates to sterilize 
its forcx interventions, with a view to pre\'enting a liquidirv' crisis as the elections drew near. This led to a 50% 
surge in banking liquidity. As a result of such a monetary policy mix, money supply grew by 47% on average 
between 2fK)5 and 2007 (54.2% in 2005,34.5% in 20rK>.and 52.2% in 2007, M3 end of period), accommodatijig 
detmnd-pull inflation. Finally, the weakening of the dollar against other currencies on forex markets led to an 
import of intLition from abroad. 

inflationary prospects 

Inflation will most likely stay in double digits in 2IHIK due to: 

1. The Listing effects of expansionary fiscal and monetary policy in 2007. 

2. Rising inflationary expectations based on generous social promises of the new government. Here, the major 
risk is .issociated with an intended compensation of "lost" Oschadbank s savings within the next two years, 
which would require mcorporating in the state budget 2(M)H and 20<W an additional expenditure of son>e 
US$ 25 billion. 

3. A further increase in price for imported natural gas by 40% in 2008. 

4. A rise in communal utiHty tarifts. 

5. Increased producer losses due to the governments attempts to regulate competitive food markets, such as 
an imposed ban on wheat exports. 

Inflation is expected to decelerate to 4%-6% only after 201 1 when energy prices will be adjusted to the 
regional market level, wage growth will be brought in line with productivity gains, and major structural 
reforms will be launched. 

V J 
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In the short term, success in fighting inflation will depend on the abihrv' of the government to maintain fiscal 
sustninability and impleniL-nt prudent social policy. This implies the adoption o( a balanced budget (with no 
hidden deficit) in 2n()8-2it(W, the introduction «>f mid-term budget planning and performance based budgeting, 
implementation of tax reform and reduction of fiscal pressure. Also monetary' poUcy should be tightened with 
NBU turning to more active operations to manage capital inflow and the level of liquidir>' in the economy, 
in the medium term, charging the NBU with a clear mandate to maintain price stabihty looks inevitable. 
Howe\'er, the switch fiiom a fixed exchange monetary regime to inflation targeting should be preceded by the 
following measures: 

1. Strengthening of political and operational independence of the NBU. 

2. Progress towards forex market liberalization in terms ot capital inflow regulation and gradual appUcation of 
a more volatile nominal exchange rate. 

3. Introducing a mechanism for better coordination of fiscal and monetary policies, in particular, by signing a 
memorandum of cooperation between the NBU and the Cibinet of Ministries. 

4. Enhanced transparency of monetary pohcy, for example by developing a communication strategy tor the 
central bank. 

5. Developing efficient transmission instruments, including a deep and Uquid state securities market. 

The government should also implement unpopular structural reforms aimed at enhancing the economy's 
energy efHcicncy, incrcisc competition in network industries (such as railways and public utilities), and establish 
a fldly-fledged property market. 



h,iw b«cn decreasing and Ukraine is closing the gap with 

neighboring F.U countries, despite Ukraine's particular 

64 situation related to its export profile, strong grt>wth. 

dollar peg and high inflation. This improvement is partly 
attribut.ible to the sound monetary management by the 
National Bank of Ukraine and progress made in the 
financial sector. The latc'it figures show that the yield on 
long-term government bonds is.siied in the second quarter 
of 2fK)7 oscilbtes between 6.2% and 7.2%. a low rate that 
even satisfies the EU's convergence criteria (see below). ' 

The gross national savings rare (Diagram F) is crucial 
as savings tinante itiveslments that enhance pruductivily 
and increase production capacity. A low national savings 
rale makes a country's investment dependent on foreign 
financing and/or imports, with pntcnnal adverse etlects. 
In Ukraine, higher corporate ta.\es and social translers 
have led to a substantial transfer of resources from firms 
that in gener.il tend to dispLiy a higher propensity to 
s.ive, to households that tend to display a higher propensity 
to spend." As a i«sult. the giuss n;itional livings rale luis been 
declining substantially since its peak in 2fM)4. At 2^%, it 
is still at a healthy level, close to the EU IS average and 
above the EU Accession 1 2 .ivcrage. I lowe\'er, high levels 
of inflation constitute an incentive for households to 
spend even more — and to s;ive less — ;is the value of savings 
tends to depreciate rapidly in an inllationary context. 
Should the high inflation rates persist over the coming 
years, it could further lower savings, thetvby hurting 
investment. 

When considering relevant benchmark values for the 
indicators, it is worth looking at the European Union's 
convergence criteria or Maastricht criteria. The criteria 
set ceiling values for deficit, debt, inflation, long-term 



interest rate and exchange rate fluctuation vis-a-vis the 
euro th.it a country must meet to be eligible to join the 
euro area. ' Even though Ukraine has not even yet 
applied for the status ot potential candidate country tor 
EU membership, those criteria still serve as a useflil 
benchmark tor Ukraine, w liich shares many conuiionalities 
with several new FU members. As shown in Figure ,^.,^.2, 
Ukraine would satisfy three of the five criteria: debt, 
budget deficit and long-term interest rate. It would fail 
both the "inflation test" and, due to the dollar peg 
among other rcisons, the exchange rate criterion. 

3.4 Health and primary education 

The lie.illh aiai primary education pillar is the last of 
the four pillars that make up the GCI's basic requirements 
subinde.\. Not only are health ,md education among 
the most basic services that government is expected to 
provide to its population, tliey are also key determinants 
of economic development bccau.sc of their importance 
for the productivity of the labor force, .^t early stages 
of development, cheap Libor in general constitutes the 
main comparative advantage of a nation, while for the 
most advanced economies human capital is an essential 
determinant of growth because of its capacity to inno- 
vate. Figure .3.4.1 shows the close relationship that 
exists between country performance on the health and 
primary education pillar and national economic wealth. 
Only three countries, Botswana, the Dominican Repubhc 
and Namibia, out of of 128, have GDP per capita 
exceeding USS 10,000 and a score inferior to 5 in the 
4th pillar " 
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(Jkiaiiic .iciuevcs a incdiocrt.- 74(li rank in die pillar, 
trailing all the EU members by a wide mai^in, as well us 
inaiiy ucher suutli e.utern Hurupeaii countries such us 
Cmatia (44th), Macedonia (47th), and Albania (63th). As 
I )i,if;raiii A in Figure 3.4.2 shows. Ukraine does slightly 
better than its CIS peers, which is by no means a cause 
for celebration: CIS' median rank is *Ht, far below the 
median ranks of the EU Accession 12 (,19) and of the 
EU 15 (\(>)^ 

The pilbr comprises two coinponents. health and 
primary education, each accounting for half of the pillars 
score. Ukraine ranks respectively 82nd and 72nd in the 
health component and the primary education component 
(see Diagrams B and (").The problems atflicting Ukraine 
in these rwo areas are very similar. Although Ukraine 
has inherited relatively sound health anci educational 
systems, they have become outmoded and are both in 
deep need of reform. Budgets are rebtively large but 
often wasted due to overly-centralized decision-making 
and iiietliciencics. The allocation of funds is tar fnL>in 
optimal, with too much money spent oti s.il,iries - even 
though wages are very low - and not enough on 
equipment. Infr.istructure is often decrepit and outdated. 
C'orruption is pervasive and exacerbated by low salaries, 
both ot which dampen motivation. .All ot these short- 
comings contribute to poor outcomes in both areas." 

Health 

While poverty indicators point in the right direction 
namely downward - several health indicators, ineasiiring 
another imptirtint asj>ect ol %s ell-beiiig, betmy the alarming 
samtary situaliun uf Ukraine, a situation at complete odds 



with HU Ntaiui.uds, Ukr.mic ranks K2iid in the health 
component, trailing all FU members including Poland 
(3'Jlli). Hungary (42nd). hslonia (SOih). Lithuania (51st) 
and Rom-mia (71st), as w ell .is several CIS countries. 
Only Russia (S4ih). .Azetl>aijan (HMjth) and Kazakhstan 
(lii4th) rank lower. 

A huge chasm e.vists between Ukraine and EU awrages 
on all four indicators (sec Figure .1.4.3). Life expectancy 
at birth is just fi7 years fl Jiagram A)'", w liich is 7 and 
12 years less than the CU .^cccs.sion 12 and the EU 15 
averages, respectively. Ukraine only does better than a 
few other CIS members. Bolivia, Guyana, a tew .Asian 
nations, and most sub-Saharan African countries. Even 
more alarming, Ukrainian men can only expect to live 
62 years, down fixim 66 years in 1990 and compared to 
65 years in l')7l<.The male population is decimated by 
dise.ises related to poor work conditions and alcohol. 
Infant inortaUty is 14 deaths per l.fNJO live births, 2.5 
times the EU ,>veragc (5.6 cases). Epidemics also take 
their toll: 1.4% of Ukraine's adult population is infected 
with HIV, more than four times the EU .iverage (ii..V'h). 
In .iddiiiiin. there were inO registered cases of tuberculosis 
per |ii<i,n(Mi population in 2i>iif), up from 41 cases in 
1WII and almost tour times the tU average. 

Turning to a cros.s-country comparistiii, the gap with 
I'oland and Hungary, with which Ukraine shaK-s a border 
and Estonia, with which Ukraine shares a common p.ist, 
is wide. Even more worrisome, such a gap did not exist 
ju.st 15 years ago (sec Figure 3.4.4). In 1990, the four 
countries were at very similar levels in all four indicators. 
For example, life expectancv (Diagram B) in Ukraine 
was one year more than in Estonia, In 2U03, it was five 



Figure 3,4,1 GCI's health and primary education pillar and GDP per capita 
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Figure 3.4.2 Ukraine and selected regions in the health and primary education pillar 
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years less. For tuberculosis (Di^igmn C), while the other 
countries managed to keep the incidence at ceaiionable 
levels (Estonia) or even halve it (Poland and Hungar>'). 
Ukniine has experienced a 2S(>% increase in the number 
of cases over the Siinie period. 

The poor pubUc health in Ukraine is, among other 

66 factors, the result of poorly-designed social policies. In 
principle, the constitution guarantees free healthcare,'' 
Such a commitment, as socially commendable as it is, 
has pn>ven blatantly unrealistic. It prevents the adoption 
of sustainable payment schemes involving son>e contri- 
bution from the patient, Instead, informal p.iyments and 
corruption have become the rule, liirther favoring the 
rich. It also hampers the rationahzation of the sector 
through the closure and consolidation of medical facilities. 

In addition to a dismal sanitary situation, Ukraine is 
exhibiting major ncg.itive demographic trends. The birth 
rate (•> births per l.<i'H)} and the fertility rate (1.2 children 
per woman) have fallen below the already distressingly 
low EU averages (10.2 and 1.37, respectively).^ The 
replacement rate of 2.1 children per woman was last 
met in l*>8f>."Thc consequences are seen in PiguR' 
3.4.5. Since a peak in 1993. Ukraine's population has 
b««n dwindling at an annual rate of 1% to return, in 
2(M)6, to its 1968 level (46.6 niilHon)." For the sjke of 
comparison, the figure also plots population figures in 
inde.v terms fur the period 1968 to 20(16 for Ukraine. 
Europe and central Asia, and the world. Despite the 
short hfe e.vpectancy, the ratio of the adult population to 
the elderly" fell to an all-time low in 2(Mt6 at 4.2 adults 
for one elderly. Again, this is less than the tU average 
(4.4) and .ilmost half the CIS average. This proportion 
was 7 to 1 in I960. Finally, immigration at its current 
pace will not be nearly enough to reverse these trends. 
According to the United Nations Popubtioii Division 
(2(H)7b), the number of emigrants exceeded the number 
of inunigrants by 700,tMiO over the period 200O to 



2005. This corresponds to an anuual net tnigration rate 
of minus-3 per 1,000 people.** 

Ukraine's popul.ition is in poor health, aging and 
shrinking rapidly. The country is caught in a demographic 
vice of short life expectancy, high mortality, low fertility 
and insufficient immigration." This does not bode well 
for the future and poses a serious threat to the country's 
development. Reversitig or merely mitig^iting such 
trends will require a lot of time and concerted efforts. 
Healthcare and pension reforms, fiscal policy, immigration 
l.iws, .IS well .is family planning, must be designed and 
IbrmuLited with a consideration for the incentives they 
create and their capacity' to address these issaics. That a 
country like Ukraine is plagued with such demographic 
challenges so early in its development is a source of 
gr.ive concern. It is true that the ver\' same challenges 
face the great majority of industrialized countries. 
However, they are much better equipped to address them. 

Primary education 

Education is one of the surest ways to raise a population 
out of povert\' and injprovc a country' s pmductivir\', and 
hence its competitiveness. Ukraine, like other former 
USSR republics, inherited a relatively sound education 
system from the Soviet era. Witness Ukraine's near perfect 
score of 99.4% in terms of the .idult literacy rate, while 
the four other CIS countries for which dat;i is .ivaiLible 
.ivcragc 99.3%.*" In the wake of independence, primary 
and secondary enrolment rates were very high — so high 
that 2oo,S rates remain below those of 1990. 

Yet Ukraine ranks a low 72nd in the primary edu- 
cation component with a score of 4.4 (see Diagram C 
in Figure 3.4.2). The country compares favorably with 
several CIS members trailing only Uzbekistan, Russia 
and Kazakhstan. It also precedes the Latin American 
avenge (score of 4.2), including Chile and Brazil, but 
places far behind all EU members, 
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Figure 3.4.3 Selected indicators for Ukraine and selected regions, latest year available 
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Figiirs 3.4.4 Selected indicators tor Ukraine and selected countries, 1990 and 2005 
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Pound 




Ukraine gets strongly pciLilizcd for its low primars- 
enrolment rate winch amounts to only 83%, lower than 
the EU 15 (VT-JiO.EU Acccs.sion 12 (93^i.) and CIS (88%) 
averages, and inferior to all comparator countries." The 
second variable included in this component is the quality 
of primary education", in which Ukraine ranks 4'^th 
with a score of 4.1, ahead of all the big Latin American 
countries and a few EU 1 5 inenibeis, but lagging behind 
all EU Accession 12 members and all CIS countries but 
two - Azerbaijan and Tajikistan. 

This is in line with the results of the Education 
For All Development Index (EDI), part of UNESCO's 
Education for All initiative, whose results for selected 



countries arc reported in Tabic 3.4.1. 
In addition to the primary enrolment rate, the EDI 
captures three conccpLs: adult literacy, education quaHty 
and gender disparities." In the EDI, Ukraine ranks 
46th out of 125 countries (4th best decile).'" It is a 
better performance than its 72nd place (ftth best 
decile) in the primary education component of the 
GCl.This is mainly due to the good results Ukraine 
achieves on adult literacy and in terms of gender 
equality. However, Ukraine is among the undcr- 
perfortners within the group of comparator, eastern 
European and CIS countries. Only Azerbaijan does 
worse at 52nd. 
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Figure 3.4.5 Demographic evolution for Ukraine and selected regions 
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Figure 3.4.6 Selected education indicators, latest year available 
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The third and List indicator of (his component is 
education expenditure expressed as a percentage of" gross 
national income (GNI), Ukraine ranks 52nd in this 
dinicimon with spending amounting to 4.4% of GNI or 
2()% of the government budget (see Figure 3.4.6). By 
comparison, OECD averages stand at 4.6% and 19%, 
respectively.^' However, tliis sizeable budget gets wasted 
by the many inefficiencies of the system. The chief 
problem is th« centralized mechanism of f\ind allocation 
that follows a "per need" appro.ich, which merely main- 
tains the st;icus quo. A sounder approach would be to 
allocate the tlinds on a "per student" basis, entrusting 
local administrations with the task of spending where 
needed..^ big chunk of the budget serves to pay the 
wages of too many teachers, rather than to update infra- 
structure and equipment. At the same time, salaries in 
education remain very low. The average monthly nominal 
wage was UAH 806, 22% lower tha:> the national average 



salary (UAH 1,041), which does not help to attract the 
most talented people to the profession.'' This also 
undermines morale, motivation and quality, and favors 
misconduct. Indeed, it is broadly recc^nized that corruption 
in education, for example buying exam results and 
diplomas, is pcrv.isivc, just as it is in the healthcare sector. 



3.5 Higher education and training 

Higher education and training is a crucial determinant 
of conipetitivcnes.s. While primary educations role is to 
provide pupils with literacy and numeric skills, higher 
education's purpose is to further prepare students for 
more complex workforce opportunities, or supply them 
with the general knowledge and analytical skills th.it will 
allow them to be trained lor a specific job, Given the 
crucial rule of higher education for competitiveness. 
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Table 3.4.1 UNESCO's Education for All 


1 Index 2006 


Counlry 


EDI rank (out of 125) 


United Kingdom 1 


Slovenia 


2 


Finland 


3 


Kazakhstan 


4 


Latvia 


11 


C2ech Republic 


13 


Poland 


14 


Estonia 


16 


Slovak Republic 


20 


HungaiY 


21 


A/menia 


2S 


Lithuania 


30 


Kyrgy2 Republic 


31 


Croatia 


32 


Tajikrstan 


33 


Chile 


3S 


Bulgana 


37 


Romania 


38 


China 


43 


Ukrali* 


« 


Mexico 


4S 


Afgentina 


SO 


A/erbaiian 


52 


Malaysia 


62 


Brazil 


72 


Turkey 


77 


India 


100 



3Ilutce.u^tsco2Im 



countries surh as Ukraine ch.it were pre\'iously following 
the Soviet model must lotus on rctormmg liiglicr cciu- 
cicion institutions to make them more responsive to the 
needs of a market economy. 

The collapse of the USSR h.id an impact on even,' 
.ispeet of life of the Ukrainian people, not Ic.ist education. 
Parts of the previous currictilum suddenly became obsolete 
under the new system, A market economy is very different 
from the communist model and requires specific skills 
chat were insufficiently developed among the popiilacion 
of Soviet Ukraine, in particular from the point of view 
of the businei* sector. 

The importance of higher education in determining 
the level of economic prosperity is reflected in the 
remarkably tight relationship that exists between 
performance in the .Sth pillar and econoniic wealth as 
me.isured by CiDP per capita valued at purchasing power 
parity (see Figure 3,5,1). The correlation berween the 
two sets of data is as high as 11.87.'"' 

Ukraine ranks 3.Vd in the higher education and 
tr.iiniug pillar of the GCl. fairly stalile over the past year, 
although it fell two years ago (.i4th in 2006 to 2007, 44th 
in 2'M)5 to 20II6). In terms of ranking, the s;ni»e patterns 
emerge as tor primary education. That is, among CIS 
countries, Ukraine stands out along with Russia, which 
is only a few notches ahead (4Sth).T.ijikistan (106th), 
.Armenia ('^.'ith) and .Azerbaijan (S'Mh) bring the CIS 



.ivcr.igc down .md e.vplain a the poor median tank of 

(see l')iagram A in figure .^.5.2). Ukraine .ilso 
precedes the three other BRlCs (Brazil, India and 
Chin.i), as well .is Turkey (60th) and Mexico (72nd). 
However, Ukraine is a l.iggard when measured against 
nU countries. The councry trails all HU members with 
the exception of Romania (54th) and Bulgaria (66th). 
The median rank for the EU Accession 12 is .34, and 18 
for EU I 5 members, in griMt part due to the exceptional 
performance ot three Nordic countries, Finland (1st), 
Sweden (2nd) and Denmark (3rd), 

The very same problems ouchned in section 3.4 that 
affect primar\' education oiitconies are per\Msive in 
higher education. Ukraine achieves stellar results in 
terms of secondary and tertiary education enrohnent 
rales. However, such quantitative measures in themselves 
do not tell the whole story, as they disguise important 
differences in the quahcy of education, the obsolescence 
of lar^e parts of the system and its inadequacy, and in 
particular the disconnect with the needs of a competitive 
busmess sector, for this reason, in the Sth pillar of the 
GCI enrolment rates are complemented by measures of 
quality, which turn out to be the weak element of 
Ukraine's ediic.itional system. 

Quantity of education 

Diagram H in Figure .V5.2 reveals that Ukraine ranks a 
high ^ Isl for the quantity of higher education, thanks to 
high scores in all three indicators of this component. It 
ranks 54th for the secondary enrolment rate, 17th for the 
tertiary enmhnent rate, and, as discussed in the previous 
section. 32nd in terms of ediicatiun expenditure. Such 
results put Ukraine almost on a par with EU countries, 
and at a sizeable distance from other CIS countries, 
despite the btter's tairiy gi>od performance in this dimeiLsion 
compared to other areas of the Index, as retlected in the 
median rank of 57. 

Although remark.ible, Ukraine's performance looks 
somewhat less inipres.sive when doing time and cross- 
country comparisons (Figure 3,5.3). Once higher than 
EU averages, education expenditure (Diagram A) has 
shrunk between \W<) and 2h<)5 in Ukraine and CIS, 
vsliile improving everywhere else. The same pattern 
emerges for secondary enrolment G^i^gram B). From 
93% in the v^'nke of independence, Ukraine's rate has 
declined to below Of I'Vn and ntiw trails EU average rates 
by 10 percentage points or more, f'inally, tertiary eiiroliiieiit 
(l^iagram C) has increased by 50% in Ukraine and barely 
improved in CIS, but has doubled in the EU 15 and 
nearly tripled on .wcragc in EU .Accession 12 countries. 
Baltic countries, whose avenge rate used to be half 
Ukraine's, have now surpa.sscd the F.U 15 average. 

1 he performance of certain countries is simply out- 
standing. I lungary has gone from 14% to 65"ii, Romania 
from l()"o CO 45%. and Poland firom 22% to «%. It is 
the same scenario as in the healthcare sector: c\'cn though 
it was once a fnnit runner, Ukraine has been overtaken 
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fiqun 3.5.2 Ki!si.lts for Ukraine and selected regions in ttie higher education and training pillar and its components 



Ukraine CIS ■ EU Accession 12 ■ EU IS 



70 




A. Hifhar iducibon and tniinin| 



B. Quantitv al aducilian 



C. Oualty of aducitian 



D.Oivilw-jabli 



by almost every country' in tlie region. Tliis raises questions 
as to what has, and what has not, been dune to reform 
education in Ukraine. Despite these consideniciotis, 
Ukraine's performance can be qualified as satisfactory in 
terms of quantity, but the same cannot be s;iid about the 
quahr)' of education. 

Quality of education 

As hasterly {2H02) explains, an artificial focus on adminis- 
trative targets, such as cnrohiient rates, has often obscured 
the importance of the quality of learning, and the role 
of incentives and motivation of teachers, students and 
parcncs. As described in Section 3.4, education expendi- 
tures in Ukraine are often inefficient because too much 
emphasis is put on quantitative measures at the expense 
of quality (see Diagram C in Figure 3.5.2). Today, the 



quality of the educational systen> is deemed to be below 
the necessary standards by the business conuiiunity. a 
group well positioned to apprecnate its adequacy lor the 
needs of the economy. At (>2nd, Ukraine appears in the 
first half of the ranking, notably ahead of Bulgaria (64th). 
Greece (68th), Kazakhsun (70th), Azerbaijan (94th). as 
well as Argentina (76th), Mexico (83rd). and Brazil ('J5th). 
However, it is not yet on a par with its EU neighbors. 
With the e.xception of Bulgaria, it trails all other EU 
Accession 12 countries, led by Estonia, which earns an 
impressive 21st rank. 

The component is made up of three variables. On 
the Executive Opinion Survc^y qui-stion about the 
capacity of the educational system to meet the needs of 
a competitive economy. Ukraine receives a score of 4.0, 
which corresponds to the 47th position. Ukraine fares 
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Figure 3.5.4 Performance of Ukraine and comparator regions on selected qualitative indicators 
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even becter with respect to the quality of science and 
nuthcniatics education. It is almost un a par with the 
EU 1 5 .iveragc, which scores lower than EU Accession 
12 average (5.0). 

The picture is timishod by the poor qunlity of manage- 
ment schools. Ukraine ranks 83th on this variable. As 
explained in Section 3.11, good nunagcmenc is a key 
ingredient of a (irnis* productivity and Ukrainian schools 
need to train managers with the ncccs-sarj' set of skills. 
To succeed in todays giobaU2ed economy a firm requires 
managers with outstanding business and leadership skills, 
e.\cellent knowledge of the functioning of markets, and 
an equally good understanding of economics. Currently 



in Ukraine no management training insritutions meet 
international standards. Temptation is great for outstanding 
sttidcnts to go abroad to seek better education with the 
risk that they will not come back. Figure 3.5.4 shows 
that the gap is wide in this indicator between Ukraine 
and EU 15. 

Another important indicator on which Ukraine 
performs poorly is Internet access in schools." Not only 
is the Internet an extraordinary means to communicate 
and diffuse knowledge, but the pervasiveness of access 
also reveals the level of equipment in schools. Setting up 
Internet access obviously requires one or more personal 
computers, as well .is a reliable dedicated phone line 
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wall lu^li baiulvv Kldi (L> <iCLCpt inultipU' coiiiicccioiis. 
It is .ilw unlikely to be given priorit\' over more ftmda- 
nieiital equipment needs, such as tlirtiiture. central lieatini; 
nr sports facilities. As a result, Internet access is a gooil 
proxy for the quality of school infrastructure. In this 
dimension, Ukraine, ranks 78th and lags behind the EU 
15 by a significant mar<gin.The gap is almost equally 
wide with the EU Accession 1 2 members. 

On-the-job training 

Training and retraining is vital in today's quickly evolving 
world. Like never before, production capabilities, both 
physic.il .ind hiiin;)n, must adapt r.apidly to the versatile 
needs at demanding consumers. For example, new 
machinery requires trained personnel. The need for 
adaptability is magnified in countries in transition, where 
the domestic economy itself usually grows rapidly. " 
Moreover, firms in developing countries increasingly 
face trade barriers created by quality standards, such as 
EU directives and ISO standards. To overcome such 
barriers, products and processes need to be upgraded 
and improved. For these reasons, lifelong learning and 
on-the-job training arc key determinants of companies' 
success. 

Ukraine ranks a low 89th with respect to on-the-job 
training, the lowest result among all comparator countries. 
Mowcvcr, the data reveals a positive trend over the past 
two years. The avail.ibility of research and training insti- 
tutions, mnkcd S.Sth, appears to be less of a problem than 
the willingness of companies to stipport and undertake 
on-the-job training for their stafl. as shown in the low 
ntnking of 'J8 on this indicator, .^pparcnlly, business 
leaders responding to the Executive Opinion Survey 
belie\'e that companies in Ukraine do not favor investment 
in the country's available human capital. As Ukraine 
develops and moves up the value chain, on-the-job 
training will become increasingly important for national 
competitiveness and productivity. 

3.6 Goods market efficiency 

Given their history, many former transition economies 
demonstrate poor performance on this pillar, which is at 
the core of a market economy and part of the efficiency 
enhancers subindex of the GCl.To a large extent, goods 
market efUciency depettds on compelition, a concept 
essentially unknown in socialist countries. Therefore, the 
dimensions assessed in this pillar were centr.d to transition 
efforts and turned out to be one of the most difficult 
areas to tackle. The entire institutional frantework to 
regulate markets needed to be put in place and firms 
and employees had to learn how to cope with competition 
in markets they pnr\-iou.sly dominated. As most of the enter- 
prises were inefficient by market economy standanls, 
large restructuring efforts took place and man.igcrs and 
employees had to learn how to navigate within the new. 



still nnpeilett framework. Arguably, the spreading of a 
proper understanding of the functioning of a market 
economy, including the cidtural factors and the changes 
in mindset it entails, is taking the longest. Consequently, 
most transition economies show weaknesses in tliis area 
and Ukraine is no exception, ranking 101st out of 131 
cotintries, far behind Russia {84th>, Poland (f<*>th) and 
Kazakhstan (6.1rd), as shown in Tabic 3.6.1. 

Over the past three years. Ukraine's progress on this 
pillar has remained behind global trends. Although 
improvements have been clearly noticed by the business 
comnumity in their responses to the E.xecutive Opinion 
Survey, as indicated by the rising score on the overall 
pilbr, the rise w.i5i not sufKcient to lead to an improvement 
in the ranking in both years. After a slight improvement 
in the ranking (trom 88th to 85th) between 2005 and 
2006, Ukraine's position on this pillar fell to a low loist 
in the 2007-2008 edition of the GCR, which is only 
partly attributed to new countries entering the ranking. 
Over the same time period the score kept improving, 
more m the first year and only slightly in the second 
year. A closer look at the detailed resxdts obtained on 
this pillar, shown in Tible 3.(i.2, reveals the reasons 
behind this development. 

Goods markets efficiency and productivity ba.sically 
hinges on the level and the quality of competition in a 
country as well as on the quality' of prevailing demand 
conditions. The Ukrainian economy faces challenges in 
both arca-s, although demand conditions arc to a lesser 
degree a problem. On the competition subpillar, howes'er, 
it places 1 12th out of 131 countries, one of the weakest 
performances worldwide. In addition, allhough the level 
and quality of competition has slightly improved with 
respect to the country's overall history, Ukraine fell from 
104th position in the 2006-2007 edition of the report. 
The reasons for this poor performance stem from 
deficiencies with respect to domestic as well as foreign 
competition. 

Foreign competition 

Des-pite World Trade Organization membership in 
21108, the country still appears to be fairly protected. 
In their responses lo the Executive Opinion Survey 
business leaders consistently assess the level of tariff 
and non-tarif) barriers as very high, ranking the 
country 123rd on this indicator. On this variable, 
Ukraine is under-performed on a global level only 
by significantly less developed countries. This result 
contrasts with the fiiirly low overall trade-weighted 
tariff rate of 3.'>%, which disguises a significantly 
higher [arilT rate for agricultural products (28.3%)." 
One rca.son for a difference between the a.sscssment 
of the business community and the statistical data 
could be the high prevalence of non-tariff barriers, 
mainly in the form of qtiality and technical standard 
requirements that arc not harmonized with intern.->- 
tional standards. 
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Table 3.6.1 



Ukraine's performanca in tlie goods market efficiency pillar in international comparison 



M pillar Goods ntar1(et efficiency 



Country/Ecanomy 


Rank 


Scoru 


Rank 


Score 


Rank 


Score 


Hong Kong SAR 


1 


5B 


2 


5.8 


5 


5.7 


Singapore 


2 


5.8 


1 


5.9 


15 


54 


Denmark 


3 


54 


5 


5.4 


7 


5.6 


Ireland 


4 


5.4 


3 


5.4 


17 


5.4 


Austria 


5 


54 


12 


5.2 


4 


58 


Switzerland 


6 


5.4 


IS 


S.2 


2 


5.8 


Sweden 


7 


5.4 


11 


5.2 


6 


5.7 


Netherlands 


B 


5.4 


6 


5.3 


14 


5.4 


New Zealand 


9 


5.4 


4 


5.4 


21 


5.3 


Finland 


10 


5.4 


9 


5.3 


9 


5.6 


United States 


12 


5,3 


10 


5.2 


12 


55 


Malaysia 


20 


5.2 


13 


5.2 


25 


5.3 


Estonia 


27 


4.9 


18 


5.1 


36 


4.7 


Chita 


28 


4.9 


21 


5i) 


31 


4.8 


India 


36 


4.7 


44 


4.5 


29 


4.9 


Turkey 


43 


4.5 


43 


4.6 


48 


4.5 


Lithuanle 


44 


4.5 


48 


4.5 


41 


4.6 


China 


58 


4.3 


61 


4.2 


55 


4.4 


Hungary 


59 


4.3 


46 


45 


87 


38 


Mexico 


61 


4.2 


64 


4.2 


52 


4.4 


Ka2akhstan 


63 


4.2 


71 


4.1 


50 


4.4 


Poland 


69 


4.1 


59 


4.2 


81 


3.9 


Croatia 


71 


4.1 


69 


4.1 


72 


4.1 


Romania 


74 


4.0 


67 


4.1 


B5 


3.9 


Russian Federation 


84 


39 


104 


3.8 


62 


43 


Azerbaijan 


95 


3.8 


110 


3.7 


74 


4.1 


Brazil 


97 


3.8 


115 


3.6 


63 


4.3 


Ukraine 


in 


3,7 


112 


3j6 


n 


CO 


Argentina 


lis 


3.5 


125 


3J 


82 


3.9 



A. Competition 



B. Quality of demand conditions 
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Table 3.6.2 Ukraine s performance in the goods market efficiency pillar in detail 


Indicaler 


2007-2008 lout 011311 

Rank Score 


2006-2007 (out of 122) 

Rank Score 


2005-2006 (out of 114) 

Rank Score 


6(h pillar Goods market efficieacy 


101 


37 


85 


38 


IS 


3.6 


A. Competition 


112 


3.6 


104 


3.6 


1M 


33 


1. Domestic competition 


110 


3.6 


102 


3.5 


97 


3.4 


Intensity of local competilion 


93 


4.4 


78 


4.5 


77 


4.4 


Extent of market dominance 


95 


3.2 


79 


33 


78 


3.1 


Effectiveness of anti-monopoly policy 


98 


3.2 


84 


33 


79 


3.3 


Extent and effect of taxation 


123 


24 


108 


24 


110 


2.1 


Total tax rate 


101 


60.3 


90 


60.5 


ita. 


n.a. 


Number of procedures to start a business 


65 


10.0 


104 


15 0 


93 


15.0 


Time required to start a business 


65 


33.0 


49 


34.0 


46 


34.0 


Agricultural policy costs 


129 


2.7 


tie 


2-8 


112 


2.6 


2. Foreign competition 


109 


3.6 


100 


3.8 


107 


3.1 


Prevalence of trade barriers 


123 


3.6 


99 


3 8 


89 


3.8 


Trade-weighted tariff rate 


41 


3.9 


41 


3 9 


n.a. 


n.a. 


Prevalence of foreign ownership 


124 


3.3 


119 


36 


113 


3,5 


Business impact of rules on FDI 


123 


3.7 


118 


3.6 


113 


3.4 


Burden of customs procedures 


118 


2.7 


nja 


n'a 


90 


2.4 


Imports as a percentage of GDP 


49 


52.6 


SO 


48.7 


36 


57.6 


B. Quality of demand conditions 


71 


4.0 


71 


4.1 


62 


4.2 


Degree of customer orientation 


74 


4.5 


66 


4.5 


44 


4.8 


Buyer sophistication 


82 


3.5 


71 


37 


73 


3.6 


1 
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A second reason for tliis dismal assessment could be 
that importing goods into the country is costly and time 
consuming, w hich atTecls busincs perceptions. The variable 
"nurdcii of customs procedures" captures one aspect of 
lliis (Jiinensiun. Here, Ukrainian businesses give a very 
low score of 2.65 on a scale fre^m I to 7 resulting in a 
very low 1 1Kth rank. This data is stipported by other 
sources. According to the World Bank s Doing Business 
Report (20(l7b). it takes 3^ days lu import goods and 
importing one container of goods costs USS 1,065. 
Ukraine ranks I2nth out of 178 economies on this indi- 
cator and compares very unfavorably to the world "s best. 
In Singapore, one of the top performers in this category, 
importing a container costs less than one-third and takes 
three days. These data clearly call for a streamhning of 
import procedures and a reform of the institutions inwived, 
in particular, as the prevalence of trade barriers has been 
consistently highlighted as an important problem over 
the past few years. 

Trade barriers are not the only indication of a closed 
economy. Businesses also e.\pivss their concern that foreign 
ownership in the country is limited. Ukraine ranks 124th 
on the related indicator in the GCK. Also here, Ukraine's 
performance over the past few years has improved, but 
remained behind worldwide developments, as shown by 
the increasing score accompanied by a drop in the ranking. 
In parficiilar since the Orange Revolution, annual 
inflows of inward investment have increased considerably 
(sec Figure 3.6.1), yet the overall stock of FDI per capita 
remains very low in comparison to other countries. 
Foreign investment will be beneficial for the country 
in many ways, it is not only tiecessary fur continuing 
privari/ation, but also for an upgrading of existing capital 
stuck, transfer of know-how and technology, as well .is 
managerial expertise. 

On a related indicator that assesses the impact of 
FDI rules on business, Ukraine achieves an equally low 



rating of 123rd. Because the legal requirements for 
domestic and foreign investors are very similar, the reasons 
lor this poor assessment lie in the overall business envi- 
ronment and some discriminatory measures. Limitations 
on foreign ownership are practically non-e.\istent, e.\cept 
for land ownership and a few sectors, such as publishing, 
broadcasting and defense. The ditTicuhies foreign investors 
face primarily stem from the applicuion of regulations. 
These are often not governed by one bw, which makes 
navigating difficult, and arbitrarily enforced with many 
administrative hurdles and long delays. In addition, the 
administration discriminates against foreign investors, in 
partictilar. when they seek redress in response to adverse 
regulations." 

Domestic competition policies 
The second category assesses the level of domestic 
competition, which is crucial for maintaining eflicicnt 
markets for goods and services. Entry of new businesses 
as well as anti-trust institutions that cfSciently pre\'ent 
unhealthy market dominance are key components of a 
competitive environment. In addition, pubHt pohcy 
should be di-signed to minimi7e the burden on business 
and in particidar, it should not create distortions. In this 
regard, .igricultural policy and taxation arc the two most 
important examples considered. A% can be seen in Table 
.V6.2, Ukraine ranks a low 1 lutlj on the overall category 
of domestic competition. The ranking has continuously 
fallen over the past few years, whereas the score h.ts 
increased, again pomting to improvements with respect 
to its own history, but which l.ig behind global trends. 
The decreasing ranking reflects to a certain extent new 
countries included in the index, but also a very positive 
global trend. 

Ukraine ranks 93rd on the indicator measuring the 
extent of local competition, which captures the level of 
domestic competition as perceived bv business. In general. 
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iiuIivkIu.i1 iiidiiscrK-s will Jirtl-r in the exit-iit of compe- 
tition they fhcc and this v.iriablc cnptiircs the overall 
level ofcunipelicion across all sectors of the economy. 
Ukraine ranks behind Poland (70th) and right behind 
Russia ('^2nd) on this indicator, and significantly behind 
other large emerging markets such as C!hina (3'ith), 
Brazil (45th) and India (Htth). It comes in ahead of 
significantly smaller countries that in general di^lay 
lower levels of competition because of their size, such 
as Oman, Macedonia, and Bosnia and i lerzegovina. 

Local competition depends to a brge degree on the 
structure of the enterprise sector. Entry and e.\it of 
enteq^riscs is a key feature of any market economy as 
it ensures competition and therefore etKciciicy. In 
Ukraine, competition is governed by the Law on the 
Protection of Competition adopted in 2001 , replacing 
an earlier variant of competition law. This law brought 
Ukniine closer to international standards in the area of 
competition law, as provisions for merger control, state 
aid and collusion were added. The Anti-Monopolv 
Committee of Ukraine (.■WICU) is the primary instiairion 
responsible for monitoring and enMjring the implemen- 
tation of this law, .IS well .is for preventive measures and 
promoting competition. 

The AMCU has substantial power and can give 
instructions to other government bodiei, but the govern- 
ment can authorize exceptions froni its ridings. This 
procedure has been frecjuently used to protect priority 
industries at the local or national lc\'cl, often consisting 
of a large number of state enterprises that have not yet 
been restructured. This is enabled by the fact that compe- 
tition law does not consider many forms ol state aid. 
such as tax arrears or exemptions as anti-competitive 
behavior. Nor does the law consider special advantages 
such as Free Economic Zones as anti-competitive 
behavior." In addition, weaknesses in the judicial system 
also impede efficient implementation of the competition 
law. These weaknesses include the overall independence 
at the judicial system (see Section 3.1), and the length 
of procedures, as well as the low capacity of judges to 
impleinent competition law because of their Uiiiited 
knowledge and experience in this area.''' 

In their response to the h.xecutive Opinion Survey, 
Ukrainian business leaders place the country at '^Sth in 
terms of effectiveness of anti-monopoly pohcy. Other 
central Euiwpcan countries have been f^ir more successful 
in this respect: I'oland ranks S6th. Estonia 32iid and 
Romania 70th. Most CIS countries, however, struggle to 
set up efficient .inti-moiiopoly policies. Russia places 
lOf.th. Kazakhstan Hist and Azerbaijan 1 14th. EBRD's 
transition indicators confirm that little progress has been 
achieved in terms of competition policy since the wake 
of transition. On a range of I (socialist economy) to 4+ 
(market economy levels), Ukraine only achieves a score 
of 2,3.'"' 

The restructuring of large enterprises has been fraught 
with dilTiciilties that have resulted in considerable delays. 



According to the tliRD's transiti<.>n indicators, the 
structiia' of cnterprisi-s rx'sembles more that found in 
sociahst economies than in market economies.' ' Many 
industries remain highly protected as priority sectors 
under local or national industrial policies, which in turn 
have priority over competition poMcies. .As a result, the 
Ukrainian economy, in particular the industrial sector, is 
still dominated by large post-Soviet conglomerates and 
many key sectors remain highly concentrated. 
Protection of these sectors results in impediments to 
exiting and to restructuring that remain significant in 
specific sectors. This has also slowed down die development 
of new activities. Interestingly, many serx'ices sectors and 
network industries that arc highly regulated in EU 
countries are fairly liberalized in Ukraine. 

A look at the historical data reported in Figure 3.6.2 
indicates that the numerous efforts to improve the envi- 
ronment tor competition did not lead to a substantial 
change bersveen 1998 and 2007. However, tbllowing 
the implementation of the competition law in 2002, 
business perceptions related to the three indicators 
measuring the efliciency of competition policy have 
remained on .wcragc more stable at a higher level. The 
c;Cl assesses a very important .ispect of competition 
Law: perceived competition. Businesses need to feel the 
pressure of competition if they are to undertake efforts 
to rem.iin ahead of the curve, which in turn leads to 
efGciency and paiductivity gains. Hie low ranking Ukraine 
obtains on this indicator, and the fact that the score has 
not significantly changed over the past (irw years despite 
serious etlorts, could be interpreted as a confirmation of 
the ditliculties related to implementing competition-related 
laws and regulations. However, businesses do not trust 
the institutions established to reguLite competition, a 
perception that has not changed over time, as shown in 
the consistently low score obtained on the indicator 
related to the effectiveness of anti-monopoly pohcies. 

On a related indicator, the extent of market domi- 
nance, businesses express a similarly dismal assessment 
and rank Ukraine at 'jJth out of 131 countries, down 
Iruni 78th in the previous year and 77th in 2005. The low 
score obtained (3.2 on a scale from I to 7) further indi- 
cates that market dominance is a serious problem. Here, 
Ukraine ranks for behind the CIS average and that of 
other transition economies such as Poland and Romania. 
Data from the Anti-Monopoly Committee confirms this 
result as it estimates that almost 45% of all s.iles in 2004 
were generated in sectors that had monopolistic or oli- 
gopolistic structures or sectors w-ith dominant players. 
Often, the less competitive markets aa' to be found in 
sectors in heavy industry and iiitrastntcture such .is mining, 
coke production, telecommunicatioivs, brewing, toKicco and 
some sectors of chemicals and machine btiilding. where the 
high level of capital intensity creates a barrier to entry."' 

The lack of focus on competition-enhancing measures 
ha.s resulted in a (airly weak SME sector, particularly in 
indiistri.ll sectors, This is noteworthv because small businesvs. 
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which in other countries have significantly contribiitcil 
to pFoducdviry and efficiency gains, are developing less 
vigorously in Ukraine than in other transition economies, 
or even in Russia. Although data on miuII Imsincvs activity 
is ilifTicult to obtain in Ukraine, estnnatcs by the OECD 
suggest that small businesses (up to 5<J employees) may 
have accounted for just 2S.S% of cmployntcnt in 20()5." 

As mentioned previously, competition necessitates 
rules for entry and exit from markets. F.xit rules arc not 
enforced in Ukraine because many large enterprises still 
do n<it face hard budget constraints and the bankrtiptcy 
law is not implemented efleclively. At the same time, 
many barriers to entering markets exist, although much 
progress has been achieved over the past years. According 
to World Dank daLi that also infc>rms the GCI, the number 
of procedures tii start a business has been reduced between 
2006 and 2007 (rom 15 to 10 and the country' ranked 
f'Sth on this indicator m the GCI sample in 2ii<)7. 
Ukraine is at the same level as Poland and behind must 
CIS countries on this indicator. 'This result reflects 
efforts undertaken since 2005 to simplify the business 
environment for Ukrainian start-ups. 

Progress on this front has been mixed. Although 
the number of procedures has been reduced, the onc- 
stup-shups that were created to facilitate business regis- 
tration arc not working effectively. The reasons arc that 
implementation has been erratic and that policymakers 
underestimated the coniplcxit\' of the regulatory and 
legislative changes required tor the onc-stop-shops to 
ftinction properly. " It is therefore no surprise that despite 
these eflorls. the number of days required to register a 
business in Ukraine has not changed significantly. 
Ukrainian entrepreneurs still need 33 d.iys to register 
their enterprise, down by one day from 2(K)6. In addition. 
Ukraine did not keep up with international developments. 
.IS the rank h.is considerably fillen between 2006 and 
2007. from 4'>th to fiSth in the CCI sample. 



Tax system 

A distortionary tax s>'stcni or an overly high tax burden 
can significantly limit competition in a country, as it 
limits the incentives to invest and develop an enterprise. 
Many observers agree that the fiscal s\'stem is not conducive 
to growth in Ukraine because of the excessive taxation 
burden. The total ta.\ rate of 60.3% is among the highest 
in the world, placing Ukraine at a low lOlst rank in the 
overall s;iniple. Countries such as Poland and Russia rank 
above Ukraine in this respect and only a few countries 
at the same level of development are to be f ound lower, 
such as Argentina at 121st and Colombia at 1 17th. In 
addition, business leaders view the system as particularly 
burdensome and distortive, as it reduces the incentisxs to 
work and invest. In their responses to the survey question 
which .issesses this .ispect, they place Ukraine 123rd. 
With a score of 2.4, (his indicator is one of the wont 
assessments in the entire sample and no change h.is been 
observed since the 2n<)6-2ort7 edition of the CCR. 

Although the Ukrainian tax system has been signifi- 
cantly simplified over the past few years with the intro- 
duction of flat personal income tax rates and a simplifi- 
cation and reduction of the corporate profit tax. there 
remains considerable room for further improvement. In 
2006, tax rates for corporate profits were at 25%, while 
the personal income flat ta.x rate was at 15%. These figures 
stand in contrast to the overall tax rate reported in the 
GCR and point to a number of significantly higher 
other taxes that are still in place. One pmblem is the tax 
administration, which does not have the capacity to efTi- 
ciently implement the tax system. The Domg Business 
Report of the World Bank {2007b) estimates that it 
takes a typical company 2,085 hours to prepare and file 
income tiix returns, the equivalent of about 260 W'orking 
d,iys, the time of one employees working year. This time 
is by <ar the highest in the CIS countries. In Russia, 
where it takes the second longest, the estimate is 448 hours. 
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1 hcse data show dial tlic ciuirt UixaCiuii sysCcin 
needs a thorough overhaul to make it more conducive 
to buancss activity and growth. Measures that have been 
introduced to facilitate tax payments for business did not 
meet expectations. The siniphfied tax system, whicli was 
intended to facilitate the creation of small enterprises, 
leaves significant room for abuse and is in itself fairly 
complicated." Howc\'cr, a reform of the tax system will 
nece«itate a reform of the expenditure side of the govern- 
ment budget, including a reduction of the fairly high 
expenditures. These high expenditures primarily result 
fi-um social policies and state support for state-ov^ ned 
enterprises, which in a number of sectors still do not 
face hard budget constraints (sec Section Ji.3). 

Regulation of the agricultural sector 

lU'i .iust- of tlii ir inipurr.nu c tor employment in rural 
areas, agricultural policies are a significant source of 
market distortions in many countries. In Ukraine, the 
agricultural sector has always been very important, 
accounting for 22.8% of the labor force in 2ii03. 
Agricultural poUcy is assessed as very costly and exces- 
sively burdensome for the country, ranking at 1 29th in 
the overall sample with just Venezueb and Zimbabwe 
receiving a lower rating.Thc trend has been negative 
over the pa<>t few years with the ranking deteriorating 
considcmbly from 1 1 2th in 20O5. On this indicator, 
Ukraine underperlbrnis other central European countries 
such .vi Poland (ir)9th) or Romania (1 1 4th), and also lags 
behind aU other CIS countries, such as Kazakhstan (85th). 

The low score reflects serious inefHciencies in 
Ukraine's agricultural policy. Agricultural subsidies anioiuit 
to US$ I . I billion in direct support and USS 0.6.S billion 
in tax exemptions.'' Tliis assistance is not always designed 
to promote structural change in the agricultural sector. Too 
nwny dificrcnt pwgrammes make it difficult to .idininister 
and txx exemptions have a Umited etVect on farmer 
income, as intermediaries absorb a significant share, 

Demand conditions 

In geneml, demand conditions tend to differ fium country 
to country. Demand conditions highly depend on com- 
petition in goods markets and the customers' purchasing 
power. However, in some countries there is a strong 
prelerence for quality when making purcha.sing decisions, 
which contributes to the development of a high-quality 
sector and incre.ises competitiveness. An example is 
France, where consumers tend to have a higher demand 
for high quality food products than in Germany, for 
example. LX-mand conditions are assessed in the GCI 
through the degree of consumer orientation and buyer 
sophistication. 

Historically, in central European and CIS economies 
in the absence of competition, firms did not depend on 
their consumer orientation to thrive. In the absence of 
choice, product quality was a minor component in the 
putchasijig decision. It is no surprise that demand condibons 



rcmam rather weak ui Ukraine, tanking at 7Uth out of 
the entire Sitinple. 

BusinesM;s are not sutTiLnently geared towards their 
customer's needs and buyers often decide solely on price, 
with quahty and other performance attributes of the 
product or service playing a less important role than in 
more developed economies. Switzerland tops the ranking 
for this a.spcct, whereas central European countries are 
ranked significantly lower at 75th for Poland and 71st 
for Romania. Russia comes in at 58th in this category. 
It is likely that with increasing competition and puKltasing 
power and further hberalization of markets in the course 
of accession to the World Trade Organiwtion, demand 
conditions in Ukraine will improve significantly. 

3.7 Labor market efficiency 

The labor market efficiency pillar is part of the efficiency 
enhancers subindex of the GCI. Efficient labor markets 
arc critical for ensuring that workers' skills arc allocated 
efficiently in the economy, .^s a result, labor markets 
need to display .i level of flexibility that allows for a 
shifting of labor and wage fluctuations. To ensure that 
the available labor pool is used most ctficicntly. workers 
need to be provided with incentives to give their best 
ctTbrts in their jobs. 

Ukraine ranks an overall f)5tli in lerms of the efB- 
cicncy of its labor markets, slightly above the country's 
overall competitiveness assessment and actually ahead of 
a few countries in a higher income group, such as EU 
member state Romania, or lurkey (see Table 3.7.1). 
Labor market efficiency constitutes a competitive advan- 
tage in the country's overall competitiveness profile. Over 
the pa.st three years, Ukraine's ranking on this indicator 
has deteriorated sLghtly from ■47th position in 2005 
despite a small intproveinent in its score, pointing here 
again to faster progress in other countries than Ukraine. 

This positive .issessment is dampened by the fact that 
many CIS countries rank relatively high on this pillar: 
Azerbaijan comes in 46th. Russia at 33rd and Kazakhstan 
at 1 5th. Although Ukraine receives an overall favorable 
rating compared to other pillars, the margin compared 
to some of the CIS countries remains fairly large, pointing 
to unfvihilled potential in terms of the cfHciency of 
labor markets. 

Efficient labor markets mean that companies can 
adapt their employment structure and wages to their 
business needs fairly flexibly and without major barriers. 
This in turn necessit.ites the .ivailability of a skilled and 
talented workforce, as well as flexible labor market regu- 
hitions. The GCI differentiates between two subpillars: 
flexibilirv' and the efficient use of talent. Ukraine's ovenill 
good ranking in the area of labor markets reflects a 
mixed assessn»ent in these two categories. 

Ukraine's labor markets are considered to be fairly 
rigid in iiiteriiatiunal comparison, as shown by the low 
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y4tli r.mk ilic loiiiury aclucvts on tht icLucJ suLipiil.ii. 
down from 85th in the previous year, despite a shglit 
iitipaivcinent in ihe scott. Here. Ukraine ranks lower 
than most of the CIS and central European countries 
(see Table 3.7.1). At the same time, the country uses its 
avaibbic talent relatively ctKciently, ranking .it S2ncl 
overaU and remaining fairly stable with respect to 2<W)6 
and impmWng over 2005. Ukraine's fairly high rank on 
this indicator is in litie with the average perfbrniaiice of 
CIS countries. Most of them, for example Russia or 
Kazakhstan, come in significantly higher than Ukraine, 
contrary to Pobnd, which ranks only 57th. 

Labor market flexibility 

Table 3.7.2 provides more details that help to explain 
Ukraine's performance on this subpillar. Employment 
relations arc still regulated by a labor code that was 
inherited from Soviet times with fairly strung employee 
protection. It is not surprising that hiring and tiring 
regulations arc fairly rigid. Ukraine ranks l()3rd in the 
entire s-miplc in terms of rigidity of eniploymcnt.Thc 
score on this index, which was developed by the World 
Bank, h.is remained stable over the p.\st year, although it 
has deteriorated with respect to 2(Hi5 when Ukraine 
ranked 62nd on this indicator. By law, labor markets arc 
considered fairly rigid, however, hiring and tiring is not 
costly for Ukrainian companies. The cost of firing one 
employee antounis to 13 weeks of wages, which gave 
Ukraine over the p.ist three years a rank in the top 20 on 
the related World Bank indicator. In Russia, for example, 
it costs 17 weeks of wages to dismiss an employee. 
Business leaders responding to the h.\ecutive Opinion 
Sur\'c>' confinii this result. When a.sked if hiring and tiring 
is intpeded by regulations, they respond favorably with a 
fairly high score of 4.9. which corresponds to rank 16 in 
the GCR s.implc. 

The relationship between employers and employees 
is fairly confrontational, ranking Ukraine at 86th position. 
Interestingly, the situation in this respect has worsened 
over the past three editions. This is consistent with the 
country's falhng unemployment rate which went down 
from Il .6"ii in 2(mio to 6.8";, in 2006. The booming 
economy certainly increased the negotiating power of 
trade unions, as it became more difficult for companies 
to find appropriately skilled workers and easier for 
employees to find a job. Despite tense relationships, 
employers consider that they are f.iirly tree to determine 
wages in line with their needs as reflected in the 49th rank 
with respect to the flexibihty of wage determination. 
On this indicator, the trend over the past years has been 
positive. 

.Mthough overall labor costs are still fairly low in 
Ukraine, empluyces and entployers are heavily burdened 
by high non-wage labor costs. Social security costs and 
taxation are among the highest in the world. The World 
Bank estimates that non-wage labor costs amount to 
38.8% of a workers salary, which is one of the highest 



i.itios 111 liie world. Ill tlic GCR s.iiiiple, only Italy, 
China, France and Belgium have higher shares. Similarly, 
the total tax rate, which also includes income tax. is very 
high in international comparison (10 1st) and Ukraine 
has been talhng back over the past few years (see 
Section 3.6). 

Efficient use of talent 

ElTicieias III the use of talent is one of Ukraine's strong 
points. In this area, it is worth highlighting the position 
of women in the labor force. A legacy of the Soviet system, 
which supported gender eijuaHty. it has been conunon 
for women in the p.ist 50 years to pursue higher education 
and to work in equal positions. The transformation rein- 
forced this phenomenon, as women often coped better 
\\ itli the need for flexibility and career change during 
this time. As a result, Ukraine, unhke many other njorc 
developed countries, makes very good use of its available 
male and female talent. The country ranks 26th in the 
entire GCR sample, and this ruik has remained stable 
over the past few years. 

At the same time, brain drain continues to be a serious 
problem. Ranked at 93rd, Ukraine is not .iblc to retain 
many of its well-educated people who are looking for 
better employment opportunities abroad, in particular in 
neighboring EU member states and Israel. It is worrying 
that despite the economic upswing, democratization and 
a reduction in the unemployment rate, the assessment of 
the degree of brain drain has remained equally serious 
over the p.ist tew years. Other eastern European countries 
have followed a similar path, vet with rising standards of 
living and economic dyiiaiiiism many former immigrints 
returned to their country, bringing the knowledge of 
languages, foreign countries, technologies and management 
that often greatly facilitate international business. In 
Ukraine, the problem would likely be amplified with 
the country's EU accession provided that the liberty of 
movement is negotiated, as has been witnessed following 
the 2t)04 acccssdon of centnil European countries. 

Somewhat surprisingly, given the history of an 
equalized wage system in the Soviet Union, pay and 
productivity are considered to be fairly closely related 
(26th) and this relationship has become stronger over 
the past few years. Here. Ukraine with a value of 4,8 out 
of 7 is at the same level as the world's most developed 
economics such .is the United Kingdom (4.S) Denmark 
(4.9) and even close Co the United States (5.1), as shown 
in Figure 3. 7.1. Years of recession have increased the 
pressure on employees to perform and this result nuisr 
also be seen in light of the very low wages compared to 
neighboring countries. If wages can serve as a strong 
inccntis'c, individual labor productivity can be more eas- 
ily controlled, which is of key importance for investors, 
but also lor increasing wages and the standard ot living 
over the medium to long term. In line with these results, 
\\ hen asked to describe the most problematic factors for 
doing business, business leaders place little importance 
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SwiUerland 


3 


5.6 


4 


57 


2 


5.6 


Hong Kong SAR 


4 


5.6 


2 


5.9 


6 


S.4 


Denmark 


5 


5.5 


5 


5.7 


7 


5.3 


Icetand 


6 


5.5 


9 


5.5 


3 


54 


United Kingdom 


7 


5,3 


10 


53 


10 


5.2 


Canada 


8 


5.2 


13 


5.3 


11 


5.2 


New Zealand 


9 


5.2 


6 


S.S 


27 


4.8 


Japan 


10 


5.1 


IB 


5.1 


16 


5.1 


Chile 


M 


5.0 


14 


5.2 


37 


4.7 


Kazakhstan 


15 


5.0 


15 


5.2 


33 


4.7 


Malaysia 


16 


49 


19 


5 1 


30 


4.8 


Estonia 


26 


4.8 


65 


4.5 


17 


B.0 


Russian Federation 


33 


4.7 


58 


4 6 


25 


4.8 


Lithuania 


44 


4.5 


90 


AJ3 


36 


4.7 


Aierbaijan 


46 


4.5 


34 


4.9 


65 


4.1 


Poland 


49 


4.4 


54 


4.0 


57 


4J 


China 


55 


44 


111 


4.0 


24 


4.8 


Croatia 


56 


4.4 


79 


*A 


48 


4A 


Hungary 


53 


4,4 


89 


43 


47 


4,4 


UkraiM 


«6 


43 


94 


Ai 


52 


4.4 


Romania 


8S 


4.1 


96 


4.2 


67 


4.1 


Mexico 


92 


4.1 


86 


4.3 


87 


19 


India 


96 


4.1 


92 


43 


88 


3.9 


Brazil 


104 


4.0 


122 


3.S 


55 


43 


Turi(ev 


126 


3.6 


113 


39 


118 


33 


Argentina 


129 


3.5 


131 


3.0 


69 


4.0 


Sourci: Mtorld Economic Fonia 2017 



Table 3.77 Ukraine's performance in the labor market efficiency pillar in detail 


ladlcator 


2007-20IS((Milo4131) 

Rank Score 


2M6-2S07|a«tol122| 

Rank Score 


2«M5-2KI6(citsl1l4) 

Rank Score 


7th pillar: Labor market efficiency 


65 


43 


62 


4.2 


47 


4.2 


A. Flexibility 


94 


4.2 


IS 


4.2 


31 


4.7 


Cooperation in labor-employer relations 


86 


44 


70 


4,4 


52 


45 


Flexibility of wage determination 


49 


54 


57 


5.2 


61 


50 


Non wage labor costs 


120 


388 


111 


39.1 


rVa 


n/a 


Rigidity of employment 


103 


55.0 


97 


55.0 


62 


41.0 


Hiring and firing practices 


16 


4.9 


20 


4.8 


13 


49 


Extent and effect of taxation 


123 


2.4 


108 


2.4 


no 


2.1 


Total tax rate 


101 


60 3 


90 


60.5 




r\.'a 


Firing costs 


17 


13.0 


IS 


13.0 


14 


13.0 


B. Efficient use of talent 


52 


44 


49 


4.2 


64 


3.7 


Pay and productivity 


26 


4.8 


40 


4,4 


as 


4.5 


Reliance on professional management 


102 


39 


91 


3.8 


81 


39 


Brain drain 


93 


2.7 


83 


2.7 


83 


2.7 


Female participation in labor force 


26 


0.9 


26 


0.9 


n/a 


n/a 
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Figure 3.7.1 Pay and productivity in Ukraine in international comparison* 
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Figure 37.2 Reliance on professional management 1997 2007 
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on the poor work ethic iit tht- luicional labor force. Only 
3.1% of the responses indicated this as one of the five 
most important fiictors."' 

One prublon area chat emerges from the Executive 
Opinion Siir\'cy results is the lack ofprotcs.sinn.il manage- 
ment in companies. Ukninc ranks a low 102nd on this 
indicator, down by 1 1 compared to last year. Although 
the score is improving, the trend over the past 10 years 
has remained behind the results achieved in other coun- 
tries (sec Tigvire 3.7.2). One example is India, which has 
continuously intprovcd over the past 10 years, moving 
from a low N-alue of 3.2 in 1997 to 5.4 in 201(7. The 
weak performance of Ukraine in this respect is prob,>bly 
to a large extent related lo an absence of high-level 
management schools and experienced managers, and to 
a lesser extent is an expression of nepotism and lavoritisni. 
II qualifications for a manager are not clear and univer- 
sally accepted, the selection of candidates is often done 
from among a personal network, and is based on criteria 
other than qualifications. 



3.8 Financial market sophistication 

Ukraine's financial sector is not yet ready to fulfil the 
role of an efficient financial intermediator. The country 
ranks 85th with respect to financial market sophistication, 
down from <i3rd in 2(H)fi. Interestingly, Ukraine's financial 
sector is assessed as weaker than Kazakhstan's, and is only 
slightly ,ihead of A7erb.->ij.m's. However, it is in significantly 
better shape than the Russian financial institutions, which 
rank I09th in the ovcmll sample (see T.ible 3.8.1). 

The main challenge facing the sector is how to 
address the low efficiency of financial intermediaries. 
Here, Ukraine ranks '>3rd, pointing to a need for 
upgrading financial institutions, .^t the same time, the 
good news is that the banking sector is overall relatively 
stable; with a score of 4..T out of 7, it ranks 7.5th on this 
indicator. However, business leaders assessed the trust- 
worthiness of the banking sector this year as significantly 
lower than last year, although the efficiency of financial 
markets has been improving over the past two years. 
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At) cfticicnc fin^Dcial sector .illooccs s,iviiik;N and 
intcrnationitl iiivcstnifiits to their most prodiu tiw uses 
a( a reasoiiabU- cus(. Uecause businc^'s invesciiu-tit is most 
critical to productivity increases, economics require 
sopliistitatcd financial niarkfts that can make capital 
available for investment through diverse financial products 
and services, such as loiins, equity finance and venture 
capital. At the core of a well functioning and stable 
financial sector is the ability to assess risk which ensures 
stability ot the banking sector. 

In socialist economies banks were owned and 
monitored by the stale and allocated finance according 
CO a fivc-ycar plan rather than a risk assessment. At the 
onset of transition, the institutional framework tor 
regulating the banking sector, a diversified financial 
infrastructure as well as capacity to assess risk, were to 
be developed. In many countries, foreign direct invest- 
ment in privatized stale banks was a main instrument 
in this process, as it allowed a transfer of know-how 
and managerial experience into the countries. In Ukraine, 
foreign investment into the bankmg sector has been 
increasing between 2002 and 2006, The share of fully 
foreign-owned banks increased from 7% to 11% over 
this period."' 



ttFicieiit titiaiici.il markets enable the financial sector 
to provide expanding busim-sses with the necessiir>' capital 
tor investment tlmiugh a portfolio of financial products 
and services that respond to their diflcrcnt needs. 

The level of sophistication of products and services 
offered by the financial sector is poorly assessed by business 
leaders. Ukraine ranks 90th on this indicator, with a 
fairly low score of 3. 3. The score has slightly improved 
since 2(Mi5.This poor result is hardly a surprise given 
that the vast majority of Ukrainian banks are fairly young 
and have very small stnicrures, while a few large banks 
dominate the market; 53.4% of the assets are concentrated 
in the 10 largest banks. There are 1 I I banks with fewer 
a-ssets than U.SS l.Sn million (September 2lHi(>). •' Most 
of the small banks have been founded by the enterprises 
to which they provide credit and are onlv active at a 
regional level. 

Overall. Ukraine Lacks proper equity' financing 
instruments. Financing through the equity market is 
judged as ditBcult by the business cominunitv, placing 
the country at '.'3rd position in the overall s.iniple, down 
l'n>iii S2nd in 2006, despite a slightly improving score. 
The problems related to stock markets arc well known 
and have been extensively analysed bv many international 
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Table 3.1.1 Ukraine's performance in tfie financial market sophisticalion pillar in international comparison 
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Stii pillar RMUcial market sophisticalim 




A. Efficiency 


B. TrusiwoitkinessaNd confidence 


EcomNny 


Rank 


Score 


Rank 


Score 


Rank 


Score 


Hong Kong SAR 


1 


6.2 


1 


59 


1 


6.6 


Unitad Kingdom 


2 


6.2 


2 


5.8 


2 


S.5 


Singapore 


3 


6.0 


4 


57 


4 


6.3 


New Zealand 


4 


6.0 


3 


5.7 


5 


6.3 


Ireland 


5 


5,9 


6 


57 


8 


62 


Denmark 


6 


5.9 


9 


S.6 


7 


6.2 


Australia 


7 


5.9 


16 


5.3 


3 


6.4 


Luxembourg 


8 


S.8 


12 


S.5 


6 


6.2 


Sweden 


9 


5.7 


7 


5.6 


14 


5.9 


Israel 


10 


5.7 


8 


5.6 


13 


5.9 


United States 


11 


5,7 


5 


57 


21 


5,7 


Malaysia 


19 


5.5 


17 


5.2 


19 


5.7 


Chile 


26 


52 


22 


5.0 


35 


5.3 


Estonia 


31 


5.1 


21 


Sul 


45 


5.1 


India 


37 


4.9 


37 


4.7 


41 


5.1 


Hungary 


SI 


4.6 


55 


4.3 


49 


5.0 


Lithuania 


54 


4,6 


48 


4 4 


56 


4.8 


Turkey 


61 


4.4 


43 


4.5 


82 


4.3 


Poland 


64 


43 


58 


42 


78 


44 


Mexico 


67 


4.3 


57 


4,2 


83 


4.3 


Croatia 


68 


4.3 


73 


38 


58 


4.7 


Brazil 


73 


4.1 


71 


3.8 


74 


4.5 


Romania 


78 


40 


70 


38 


89 


4.3 


Kazaktistan 


80 


4.0 


68 


3.9 


97 


4.2 


Ukraine 


as 


tja 


S3 


3.4 


75 


4.S 


Azerbaijan 


91 


3.9 


99 


34 


81 


4A 


Russian Federation 


109 


36 


87 


3.5 


117 


3.7 


Argentina 


114 


3.5 


105 


3.3 


118 


3.7 


China 


118 


3.3 


97 


34 


127 


3.3 
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Tflble 3.S.2 



Ukraine's performance in the labor market efficiency pillar in detail 



2067-2008 (o>ton31| 



2H6-2007 lout 0(122) 



2M5-2006(oiitot114) 



"5 



c 
E 



,00 
<3> 



Indicator 


Rank 


Score 


Rank 


Score 


Rank 


Score 


8th pillar: Financial market sophistication 


85 


40 


63 


4.1 


81 


3.5 


A. Effjciency 


S3 


3.4 


IS 


3.1 


tt 


3.1 


Financial market sophisticatian 


30 


33 


82 


3.2 


84 


3.1 


Financing through local equity market 


33 


3.8 


89 


3.8 


83 


3.8 


Ease of access to loans 


71 


3.2 


67 


30 


75 


2.7 


Venture capital availability 


56 


3.2 


61 


3.1 


67 


2.9 


Restriction on capital flows 


102 


39 


n/a 


n,'a 


n/a 


n,.'a 


Strength of investor protection 


106 


3.7 


96 


3.7 


n/a 


tv/a 


B. Trustworthiness and confidence 


75 


4.5 


41 


5.1 


93 


3.3 


Soundness of banks 


119 


4.5 


108 


4.4 


95 


4.3 


Regulation of securities exchanges 


lis 


3.2 


n/a 


n/a 


99 


2.3 


Legal nghts index 


8 


8.0 


8 


8.0 


22 


6.0 



82 



Figure 3.8.1 Ease of raising money through the local stock market*. 1997-?r..". 7 
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itistitiitioiis. Over the p.ist three ye.irs. Ukraine has beet> 
st-ignatitig on the CiC"I indicator that captures the case of 
obtaining finatice through stuck markets (Figure 3.8.1). 
From 1997 to 2007. Ukraine remained significantly 
below tlie level of EU Accession 12 countries and there 
is no sign that the country is catching up. 

There are critical challenges related to estabUshing 
an eflective regulatory structure for stock markets. The 
business coniiniinily considers stock niarkel regulation in 
Ukraine insufficient, which undermines trust in the stock 
markets. This assessment has worsened between 2tMJ5 and 
2*>li7, tailing froni 99th tt) 1 15th rank. An improvement 
may be e.Npei ted in the course of pn-paratioii for accession 
to the European Union, which will require a general 
overhaul of the financial markets regiilacioiis scheme.'^ 

.Another important challenge is the need tor upgrading 
corporate governance standards, which currently impede 
a proper valuation of companies for IPOs (initial public 
offerings). There is also a need for shareholder protection 
mechanisms, .^s elaborated on in Section 3. 1, poor or 



non-existent corporate governance standards are among 
the biggest obstacles to Ukrainian compctitivcnc-ss. On 
all variables assessed under this category, Ukraine ranks 
among the weakest performers in the GCR sample. This 
weakness is reinfoaed by the poor protection of invc-stors. 
With a ranking of tnSth on this variable, the country's 
investors are among the least protected worldwide, 
\\ hich severely increases investment risk. 

For companies looking lor linance. obtaining loans 
from banks is not an easily accessible alternative. .Mthough 
in international comparison Ukraine does moderately weU 
on this indicator, ranking 73rd, the score ot 3.2 indicates 
that difficulties in obtaining loans are persisting, although 
the situation has drastically iinpruvcd over the past few 
years. In 2(X)5, Ukraine scored 2,7. Between 20<.)| and 
2005. Ukraine had one of the highest rates of real credit 
growth among the transition economies reaching almost 
40% annually on average and over 60% in 2006.' ' By 
comparison, Russia's real credits grew on average by 
only slightly over 20% a year over the same period. 
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O Ukraine O EU 15 EU Accession 12 Poland — — Trend (EU Accession 12) — — Trend lUicraine) 
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This development is reflecteii in the nuich easier 
availabilicv ot loans as assessed by biisiii<.'s.\ leaders in 
their rcspiuisi's to the Executive Opinion Sur\'ey, as cm 
be seen in Fipjre 3.8.2. In their view, between 2004 and 
2<.)07, Ukrjine has made some good progress in terms of 
the avaibbility ot' loans. It almost closed the gap with 
respect to Poland, although it still lajjs behind the average 
of the EU Accession 12. The growth ofcredit over this period 
underpins the observatii>ii th.it it has become miidi easier 
to obtain credit lor eiilerprises over the p;ist tew years. 

Interestingly, Ukraine compares rather favorably on 
the availability of venture capital at the international 
level. However, the fairly low score on this indicator 
points to weaknesses in this are.) as well. Compared to 
other forms of financing, venture cipital is not considered 
readily available, along the hues ofequir)' financing. 
However, in international comparison, venture capital is 



rebcively easy to obtain. The reason for tliis may be that 
given other impediments to new enterprise creation, 
fewer st.ut-ups are created and to them venture capiul is 
ns available as in other countrit^. 

The restriction of capital flows generally limits the 
efficiency of the financial sector in a country. Ukraine 
places ln2nd on the related GCI indicator. However, 
when asked to rate the five must important obstacles to 
doing business, Ukrainian business leaders h.wc rated 
capital restrictions as one of the least important issues, 
Therefore, although capital restrictions appear to persist, 
they do not impede the development of business activity. 

In terms of trusnvorthiness of the banking system, 
Ukr.iiite is placed 7hlU. up from 'J3rd in 2(MI5. which 
points to a positive trend in the evolution of the banking 
sector.' ' However, a look at the data behind this impreived 
performance shows that Ukraine's progress has been 
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a. 



84 



iiuxclI .iiul (li.a cftoKN inuNl (.ondiiLic. In ccciiis ul tlic 
soiindncss nt buiiks, Ukniincs avicssnivnt has been 
impnA'iti^. but lositii; gruiind in iiKcriutioiial cuinparisun 
nwr tilt- p.ist tliicc- years. While the score has improved, 
thf rankiiij; in the uverall s;iniple fell. Over die past 10 
years, the overall tendency on this indicator has been 
ver>' positive, but the gap with respect to countries that 
have joined the EU since 2004 has ■widened (sec Figure 
3. H. 3). This clearly shows the benefits of EU accession 
that have provided additional motivation and assistance 
for reforming the banking sector and the appropriate 
regulatory structures. In Ukraine, over the past years, the 
share of non-performing loans in the ovenll b.inking 
sector has decreased from about 3n"u in 2» 'it.^ and 2lH)4 
to 17.9% in September 2006.''' At the same time, banks 
continue to be e.tposed to a high exchange rate risk, 
given that a large share of loans is denominated in foreign 
currency.'" 

3.9 Technological readiness 

Technological readiness measures the agility with which 
an economy adopts existing technologies to enhance the 
productivity ot its industries. It is a crucial concept, as 
the use uf technologies explains a signiticant share of the 
growth differences between countries. In this context, of 
particular importance aa* intorni.ition and connnunication 
technologies (ICT), which have evolved into the general 
purpose technology of our time. Today, ICT access and 
use arc fundamental to determine an economy's overall 
level of technological readiness because it prnvulcs critical 
spillovers to other sectors in addition to its role as infra- 
structure for commercLiI tninsiU'tions, It is widely accepted 
that the introduction of ICT, including the Internet, was 
one of the main drivers of pRxluctiviry iinprovemcnts in 
the US and Europe in recent years. In this context it is 



itiiportaiit to note tluit tecinioiogy does nut iuve to be 
produced at home to benefit a country. For countries at 
a more basic stage of development, such as Ukraine, the 
ability tn adopt technologies fmni abroad is even more 
important if a country is not to lag beliind in terms of 
development. 

Chart 3.'>.1 shows the relationship between the 
World Economic Forums Networked Readiness Indcx 
(NRl) and GDP per capita for the countries covered by 
Tlif (Global liitorniiilion Tcclinoloiiy Report. explained in 
Chapter 5 in more detail, the Networked Readiness 
Index measures the abihty of a country to benetit from 
\C.T for the purpose of development. GDP is highly 
correlated with the score of the NRl.and although it 
does not imply caiisaliry. it is possible to draw some con- 
clusions for Ukraine. 

Coiiiitrics below the line .ire more aggressive in 
adopting ICT given their level of income than those 
that arc above the line. Ukraine is placed slightly above 
the trend line, pointing to a level of adoption ol ICT in 
line with its income. However, given the country's 
relatively well educated labor force and the capacity of 
its research institutions, Ukraine could be expected to 
rank higher to make ICT one of the major drivers of its 
development. Most transition economies have .ichievcd 
a significantly higher level of networked readiness com- 
pared to their income level. The leader among these 
countries is Estonia, which through its visionary ICT 
proinotion programme h.is realized signiticant prc^duccivity 
gains. Box 3.V. I outlines Estonia's key factors of success 
in promoting ICT. Despite the very ditfcrent sizes of the 
coimtries, a number o( important lessons can be drawn 
from Estonia for Ukraine or some of its regions. 

A look at Ukraine's ranking on the technological 
readiness pilbr in international comparison (Table 3.9.1) 
confirms that its performance is clearly not up to its 
potential, given the characteristics of the country. 



Figure 3.9.1 Networked flco Iuil.i, imJex versus GDP per capita 
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Table 3.3.1 Technological readiness m Ukraine in intemjiDonal comparison 



Sill pillar Technological readiness 



Coifflliv/Econony 


Rank 


Score 


Sweden 


1 


5.9 


Iceland 


2 


&8 


SvviUerland 


3 


5.7 


NeOierlands 


4 


5.7 


Denmark 


5 


5.6 


Hong Kong SAR 


6 


S.S 


Korea 


7 


55 


Norway 


8 


5.5 


Unitad Sutes 


9 


5.4 


Luxembourg 


10 


SA 


Estonia 


19 


5.1 


Malaysia 


30 


4.3 


Lithuania 


38 


40 


Hungary 


41 


3:9 


Chile 


42 


3.9 


Croatia 


49 


15 


Poland 


SI 


3.4 


Turkey 


S3 


34 


Bra/il 


55 


3.3 


Romania 


59 


33 


Mexico 


60 


32 


India 


62 


32 


Russian Federation 


72 


3.0 


China 


73 


3j0 


Kaiiakhstan 


77 


3.0 


Argentina 


70 


3j0 


Azerbaijan 


83 


2.9 


Ukraiae 


93 


2.7 



With a rank of 93, Ukraine is the lowest ranking economy 
.nnung the comparator countries. Even countries \% ith a 
sliphtly Kiwcr iiiconic, such .is A7crb.iij.in, h.ivc ncliicvod 
belter resuhs on this pillar. LJkraine also laj;s signilicantly 
behind the central F.uropcan F.LJ members such as 
Poland. Hunt;;iry and the Baltic states. Tlie large size of" 
the country may be one tacror, because technological 
readiness requires signilicantly higher investments in 
infr.T-structurc- However, even countries much Lirgcr in 
terms of popiilatiun and area, such as Russia, Turkey, and 
Hra/il. achieve much higher results. 



Over the past few years Ukraine has reahzed some 
impmvements m technological readiness and the score 
on this indicator improved from 2.3 to 2.7 between 
2(106-2007 and 2nt)7-2n08. But despite an increasing 
score, the ranking has dropped from 8tith to '>3rd over 
the umc tin>e period. .^ closer look at the detailed 
results shows the main reasons behind this development. 

Consistently over the past years the composition of 
incoming \-\y\ has not contributed to fostering techno- 
logical progress in the country, reflected in the very low 
1 1 i()th rank for the extent to which FDl is a source of 
new technology. .Mthough it must be noted that the trend 
over the p.ist few years has been positive and Ukraine's 
progress in actr.icting technology intensive FDI has been 
taster than other countries, as reflected in the improving 
score and rank on this variable. 

FDl can be a n>a jor means of transferring technology 
and know-how. In many transition economies, such as 
Hungary or the Baltic countries, FDl h.vs pLiycd a signif- 
icant role ill increasing the technological intensitv ot the 
maiKitactunng and scrvict-s sectors. In Hungarv. technology- 
intensive e.vports have increased significantly followiitg 
investments in ICT industries. Sonic of the factors that 
have contributed to the development of the Hungarian 
ICT sector arc aLso among the advant.iges of the Ukrainian 
economy, although at a lower level. The availability of 
skilled human capital in particular in science and engi- 
neering", where Hungary ranks 40th, is lairly good in 
Ukraine (70th) and the infrastructure for ICT is fairly 
well developed in both coimtries. Ukraine ranks 5C>th in 
terms ot broadband Internet subscribers and 52nd in 
terms ol the number ol telephone hues, an indicator 
captured in the infrastructure pillar. Hungary ranks .16th 
and 23rd on these two variables, respectively. Mobile 
subscription.s have been on the rise in Ukraine over the 
past few years (7'Jth rank) and are likely to increas<- further 
with rising per capita income. At the same time, Internet 
use and personal computers are not very widespread 
With only 3.9 PCs per 100 people, Ukraine ranks 
behind countries with much lower income levels, such 
as China (4.1) or Zimbabwe (7.1). It also ranks behind 
Russia (12.1) and fir behind Fstonia (4H.<>), the best 
perU>rnier in the region on this mduator. 



Table 3.9.2 Ukraine's perlormancE 
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Box 3.9.1 Best practice in technological readiness* 



Estoni.i is widely considcrcrd .i pioneer in pronioring intbrm.ition and comniunicition technologies (ICT). 
Although the case of Ukraine is different because of the much larger size of the countrv' and because Estonia 
was assigned the task of advanced electronic and software research in the former Soviet Union, some of the 
measures implemented in Estonia may prove to be interesting examples for Ukraine. Today, all Estonian schools 
arc connected to the Internet, 93% of the popublion arc mobile telephone subscribers, 34% of the households 
have a computer at home, and 54% of the population aged 6 to 74 arc Internet users. 

There are a number of key factors that have contributed to this success.The government and its agencies have 
pioneered the use of ICT in d.-»y-to-day work and communication with citizens and businesses, thereby not 
restricting their role to merely setting and administering the regulatory framework. A number ofscr\'iccs have 
been made available for the business sector over the Internet or mobile phone networks. 
Viaonary leadership lus ;ilso played a major role in advancing the countn's level of ICT development. In particular 
Mart l.aar, Estonia's Prime Minister from 1992 to 2i M)2, declared leadership in the area of ICT a national aim 
and focused resources and ctlorts around it.The support of the broad public for this bold progranmic was 
obtained through declaring free access to the Internet, which is a constitutional right for all Estonians. 
Public private partnerships were a major building block of the strategy, which allowed the government to 
implement the programme despite limited public resources. A precondition for this was the liberalization of 
the telecommunications industry and the early adoption of the Internet by government agencies. The public- 
private partnerships included cooperation between universities and telecommunications companies that led to 
the development of new technologies. Estonian Mobile lelephone. the country's largest mobile telephone 
operator, h.is pLwcd a role in supporting start-ups and providing Rinding and technology support following a 
long-term strategy, rather than focusing on immediate financial return. 

The initial steps taken inside the country have made Estonia an interesting place to invest, despite its small 
size. Foreign companies have mvested considewble amounts into the modernization of ICT infrastructure and 
Estonia has become a good place for testing tiew products and services. The introduction of e-govcrninent 
has propelled the demand for e-based apphcations in other areas, such as banking. Estonian banks were among 
the pioneers of online banking and mobile services and today, 72% oflnternet users use online banking for 
their daily transactions. 

The high level of e-teadiness among the population and the wiUingness of Estonians to adopt new technologies 
have contributed a great deal to this success and Estonia has emerged into one of the foremost producers of 
software for innovative banking apphcations, as well as encryption and mobile solutions. This has allowed 
Estonia to move away from low-cost production into sntall and speciahzed segments of the market, where a 
high level of specific expertise is needed. 

A key success factor was the outreach of mobile solutions and WiFi into rural arc,is and to poorer families 
under the Village Road project, which aims to cover 90% of the Estonian territory with quality Intertiet 
connections. Currently, more than 50% of the country has been covered. 

' Bawd on Ovfa 2l*>t>. 



Respondents to the Executive Opinion Survey indi- 
cate tlut the abihty of Ukrainian companies to absorb 
tcchnologv' is limited in intcrn.itional comparison. 
Ukraine ranks 9 1st on this indicator, although this fairly 
low rank hides a rebtivcly high score of 4.4, as countries' 
performance on this indicator is fairly close. Hungary, 
for example, with a score of just 5.0 achieves a signifi- 
cantly higher rank of 48th. Ukraine ranks only a few 
positions behind Poland, 7<>th with a score of 4.5 and 
ahead of Russia (1 03rd). 

Given the fairly low absorption capacity of lirnis, it 
is not surprising tlut the .wailability of the Litest technologies 
in the country is limited. Here, Ukraine ranks a fairly 
low 97th. behind Kazakhstan (9()th) and Poland (80th) 
and only slightly ahead of Russia (99th). The low level of 



availability of advanced technologies can also be explained 
by the fact that only very few of the technologies are 
soiirccd through licensing fmm abroad. On this Executive 
Opinion Survey indicator, which does not enter the 
technological readiness pilLir, the countr\' ranks only 
I I4th. far behind Kazakhstan (93rd) and Russia (I07th). 

But the effective use of ICT for business purposes 
requires a specific legal framework, In Ukraine, the legal 
framework for ICT is governed by the Law on 
Communications enacted in 2003. The Liw estabUshed 
the National Coinmuiiication Rcgubtion Commission, 
which regulates the IT and teleconununications market. 
A number of laws have been p.issed that regulate electronic 
coinnierce including electronic signature and consumer 
protection. However, businesses indicated in their replies 
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Cu tlic LxftuUvc OpiiiKiii i>urvcy, tlial tlu- laws. tcLitfii K> 
the use of information tc<-hnolo{;y .«rv insufficiently dc-vel- 
opcd for tlif country to take lull .KlvMntai;c of tl>c Internet, 
ranking Ukraine at Just S3rd position on this indicator. 

Overall, Ukraine's position in technological readiness 
remains below its potential. Although infra.structurc is 
fairly good, the adoption of technologies by individuals 
and businesses lags behind and the potential of fT)! and 
licensing for upgriding the country's technological 
potential remains underutilized. 

3.10 Market size 

The large size of its market is one of Ukraine's most 
important advantaj;cs, reflected in the country's high 
2<>th rank on the niarkct si?c pillar, as shown in table 
3. 10.1. With a population of more than 45 million and 
a quickly growing GDP per capita, the country is one 
of the Lrgcst economics of central Europe. 

The size of the available market is one of the main 
drivers of productivity through increased competition, 
specialization and exploitation of economics of scale. 
The country's geographical position between two large 
markets - the Furopcan Union and the CIS -- as well as 
its cultural heritage, ofTers siL^niMtant advantages for 
expanding imports and exports, which are to a large 
e.Ment based on the distance between countries as well 
as language and cultural affinities. 



It IS tliercfore not surprising that Ukraine ranks fairly 
high on both indicators in international comparison, 
domestic and foreign market size. 27tli and 32nd, 
respectively. It ranks significantly higher than most of 
the CIS countries except Russia. Yet when comparing 
Ukraine to countries of a similar size that were very 
successfiil in boosting export-led gfx>\\th, Ukraine's 
results expose unrealized potential in the area of export 
development. For example, when comparing Ukraine 
to Malaysia (sec Table .3. 111. 1), we can sec that .\1aLiysi.i, 
despite a much smaller domestic market (38th), benefits 
fiuni large e.\port markets (rank 1 6), which considerably 
increases its position on this pillar. Also, as this measure 
looks at the absolute numbers and adjusts for purch-ising 
power parity. Ukraine's large popul.ition and its low 
price level are playing in its favor. Table 3.10.2 shows in 
addition to the indexes for domestic and foa-ign com- 
petition that enter this pilbr, the components of these 
two indexes. These allow flirther analysis of Ukraine's 
competitive position. While Ukraine ranks quite well 
with respect to the size of the economy as mc.isurcd by 
GUI' adjusted for purchasing power because of its fiiirly 
large population, it ranks relatively lower in terms of the 
overall openness of the economy, pointing to further 
potential that could be tapped. Ukniine ranks 62nd in 
terms of exports as percentage of GDI* and 49th in 
terms of imports. 

In futua-, the trend on this pillar is likely lo be positive. 
Ukraine's GDP in PPP terms has been catching up over 
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Ttible 3.10.2 Ukraine's performance in the market si;e pillar in detail 
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Figurs 3.10.1 Actual numbers and projections lor GDP (PPP) per capita (or Ukraine and selected countries. 1990 2030 
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the past years, and prujections maintain that GDP will 
conrinuc to grow exponentially, .is shown in rigurc 3.10.1. 
However, the datii show chat Ukraine is not likely to catch 
up with more devtlopcd countries, such Polind, lor several 
years, But it will most hkely overtake Turkey by 2015, 

Ukraine's main export markets are its immediate 
neighbors, the European Union and Russia. There is 
certainly a lot of farther potential to be exploited. In 
2f KX). 2K,3''<i of all goods were exported to the EU. while 
22.8% of all Ukrainian exports went to Russia. Iron and 
steel accounted for 33.4% of overall exports. Overall, 
Ukraine's merchandise e.xports grew by 20% in 2(K.16, 
compared to XVi) growth in w-orld merchandise trade. 
fiia we can see from Figure 3.10.2 Ukraine's world trade 
share increased 10-fold over the past 15 years and 
appears to be stabilizing since 2004. 

Ukraine has been rather succcssfiil in ensuring 
preferential market access (or its exporters, who do not 
face major tariS" barriers in the two most important 
markets, Russia and the European Union. 

Currently, Ukraine enjoys preferential dur>--frce access 
to CIS markets while the preference nurgin in EU markets 
amounts to one percentage point on a weighted tariff of 
3.2';o, Turkey, the third njost important Ukraini;in market. 



applies a weighted tarifl' of 7.1%. The unweighted tariff 
applied by the EU amounts to 6.2% pointing to s*ime 
peaks in the tariff structure."' This difference could be 
interpreted in two ways.Tarifls either successfully block 
imports in sectors w-here Ukraine is competitive, or they 
apply to goods where Ukraine has no capacitN' Co e.xport. 

In addition to WTO membership, a way Co further 
increase the size of the inarkct for Ukraine is to pursue 
accession to the European Union. So far. no clear prospect 
for accession has been expressed hy the EU. It would allow 
Ukrainian exporters to fiirthcr reduce the tariff and non- 
CaritV barriers they face in major markets. In addition to 
the reduction of customs barriers, which has so far taken 
place to a large extent, EU accession would result in an 
approximation of regulatory environments and technical 
standards, all of which would reduce the cost of Ukrainian 
goods in RU markets and would particularly benefit the 
country's agricultural sector 



3.11 Business sophistication 

The business sophiscicition pillar is the 1 1th pillar of the 
GCl and togcher with the innovation pillar is one of the 
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Figure 3.10.2 Ukraine's share in world trade 1992 2006 
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two pillars of the GCI's iniiovaciou and sophistication 

subindcx. 

The business sophistication pillar examines some of 
the busiiicsv related inicmcconomic factors rh.it contribute 
to nuking a country competitive. As pointed out by 
Porter ct al. (2fK)7), conipetitivcncs.s not only depends on 
the macroecononiic. political, lei;al, and social circum- 
stances that underpin an economy, but also on its micro- 
economic founditions. mcliidmg the quality of business 
operations. A sound and stable context certainly improves 
the opportunity to create wealth, but does not create it 
Wealth is actually created within tirms and the quality 
of operations of firms becomes increasingly crucial as 
countries develop. Unhke in other pillars, the private 
sector plays the key role in this dimension of competi- 
tiveness. In improving infrastructure, healthcare, education, 
domestic competition, or financial market sophistication 
government tends to play the leading role. But when it 
comes to improving business sophistication, the business 
sector has to take the lead. 

Because the GCI methodology .assumes that business 
sophistication and innovation factors arc more important 
for ctnintries that produce at the higher end of the value 
chain, little weight is pbced on these Victors tor countries in 
more ba.sic stages of de\'clopment. For countries in stage I , 
the combined contribution of these two pillars to the 
overall CCI score is 5"ii, so that stage 1 countries are not 
Strongly penalized for not perlbmiing well.'" Yet this aspect 
of competitiveness should not be overlooked by those 
countries for at least three re.isons. First, it obviously does 
not harm a country if its firms operate in a sophistic.ited 
fashion, wgiiixlless of its stage of dewlopment. Second, clusters, 
through spillovers, influence economic development, \s hich 
in turn nurtun's further cluster development, thus itntiating 
a \'irtuous growth cycle.Third, bcc.iuse business sophisticition 
will e\'enniaQy become a mua. taking early action is unpor- 
Liiit to prepare for more advanced development levels. 



For countries in stage 3, business sophistication and 
innovation arc crucial factors for improving productivity. 
Countries reaching this stage no longer compete on the 
grounds of low cost inputs or simple efficiency. Their 
competitiveness hinges upon their ability to produce 
inno^-ative products and services at the technology frontier 
using the most advanced methods. For this reason, rich 
countries perform very well in the business sophisdcatiun 
pillar. Among the top 30 countries. 20 arc in stage 3. 
Taiwan, China (in transition from 2 to 3) at 14th, Malaysia 
(stage 2) at 18th. India (stage I) at 26th. and the Czech 
Republic (transition from 2 to 3) at 3()th position stand 
out as remarkable e.xceptions. Figure 3.1 1.1 shows how 
performance in the I 1 th pillar is tightly hnked to national 
wealth." 

As Ukraine is in transition from stage 1 to stage 2 
of development, business sophistication currently plays 
tmly a mintjr role for productivity improvements. However, 
the importance of the pillar is bound to increase with 
Ukniine's rising income. According to the liVll- projection, 
GDP per capita will reach USS 3,300 in 2008, which 
means that Ukraine is moving rapidly towards stage 2, 
where innovation and sophistication factors become 
more important. 

Currently, Ukraine ranks 81st on this pillar. Its score 
(3.83) has remained essentially unchanged in the past 
three editions of the CCI. This is also true for nine of 
the ten indicators composing this pillar, which all display 
negligible variations over the p.vst three editions. 
Unfortunately lor Ukraine, maintaining the status i]uo is 
not sufficient for rcLiining a position in the ranking. 
Countries entering at a higher rank and improving 
incumbents have caused Ukraine to sUdc from d^iU in 
2n05 to 2()0f) to its current position of 81st. Ukmine 
traits Azerbaijan, but precedes Kazakhstan (8.Tth) and 
Russia (88th), the only CIS member already in the 
second stage ot development. On average the CIS is far 
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Figure 3.11.1 Business sophistication scores and ranks by stage of development 
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Figure 3.11.2 The business sophisbcalian pillar and its companents 
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below EU standards. Its median rank is just 101.3 whereas 
the median for the EU Accession 12 is 51 (sec Diagram 
A in Figure 3.1 1.2). It is worth noting that even the fcU 
Accession 12 (score of 4.2) fill behind the EU .wcr.igc 
by an ample margin of one full point, highhghting once 
more the very close relationship between business 
sophistication and GDP per capita. 

Networks and supporting industries 

The networks and supporting industries component 
assesses (he density and the quahty of business networks, 
.such as clusters and the quantity and quality of suppliers. 
Ukraine ranks 7'>th, in line with its overall performance 
on the pillar (see Diagram B in Figure 3.1 1.2), ahead of 
all CIS countrii's except Uzbekistan.. Azerbaijan, Russia 
and Kazakhstan, rank 81st, 82nd and 84th, respectively. 
Ukraine is on a par with Latvia (77(h) and Poland 
(78th), and precedes Bulgaria (87th). Other recent EU 



members rank better, but are still at a sizeable distance 
from the best performers. 

The first two variables of this component look at the 
quantity and quality of local suppliers (Figure 3.1 1.3). 
Timely and easy access to a wide choice of inputs of 
good quahty and at competitive prices is an important 
determinant of productivity (Diagram A). A wide base of 
suppliers ensures the availability of a wide range of inputs 
and price competition among them. In this diniension 
Ukraine ranks Mth, ahead of all CIS countries, including 
Russia.'" Scoivwise. Ukraine (4. 1 4) stands halfway between 
CIS (3.7) and F.U Accession 12 (4.8) averages. EU 
Accession 12 members remain on average far beliind 
the EU 15. 

The second variable looks at the quality of suppliers.'* 
The quality' of inputs obviously matters grcady as it influences 
the quaUty of outputs. Low-quaUt>' products are less 
likely to meet the expectations of international buyers. 
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Figure 3.113 Local suppliers' quantity and quality in Uliraine and selected comparator regions 




tijereby litiiitiiig producers to the domestic market, fore- 
going revenues from exporcs and preventing economies 
of scale. Over the past few years, quaUty tracking across 
the entire value chain has become increasingly important 
(or suppliers of multinationals. Inipiuvenients in the quality 
ofsupplier* are likely to follow from their increa.sing 
availabiUty and competition among them. IJiagram li 
shows that there is indeed a link between the two variables. 
The chasm bervveeti de\'eloping and the most industrialized 
countries is c\'cn bigger. 

The third variable of this component assesses the 
state of cluster development u<>ing the Executiw Opinion 
Survey restilts." Clusters are geograpluc concentrations - 
mainly at the city or regional level, but .ilso in small 
countries or gwups of countries - of companies, suppliers, 
services, pm\'idcrs and .associated institutions in a particuLir 
sector of acd\ity. Examples include automotive, information 
and communication technologies (ICT), biotechnology, 
or textiles and clothing. 

Clusters in genera! include the necessary infrastructure 
in particular fields as well as a number of upstream and 
downstream companies and business support entities." 
All the firms within a fluster are linked by externalities 
and complementarities of various kinds. Clusters are 
beneficial for economic growth, as they tend to lower 
barriers to entry, thereby intensify ing competition. For 
all of these reasons, location within a cluster allows a 
company to become more !q>eciahzed, more productive 
and more innovative. 

Ukraine ranks 8^th on this variable, down from 54th 
in the OCR 2005-2rK)6. As is the cisc at the pillar level, 
although its score has remained unchanged in the past 
three editions (3.22 in 2()(i.i-2il(>f> and 3.24 in 2ti07-2(H)«), 
Ukraine li.is lost considerable ground to its peers. Figure 
3. 1 1 .4 illustrates this erosion. In the 2005-2006 edition 
of the GCR, Ukraine topped Hungary. Romania, the 
Slovak Republic, and the Czech Republic. And CIS 



countries scored on average higher than the EU Accession 
12. Two editions later (GCR 2007-2(HJ8}. the contrast 
cannot be any sharper: Ukraine and CIS are totally 
stalled, while the four new EU members exhibit strong 
improvements, and the HU Accession 12 average has 
skyrocketed to now approach the EU 1 5 average. Even 
more noteworthy are the cases of Vietnam and Sri LanLi. 
three and two times poorer in terms of GDP per capita 
respectively, compared to Ukraine. Both countries have 
surpassed Ukraine, proving that clusters can develop at 
significantly lower levels of economic development. In 
fact, 20 countries currently in stage 1 of de\'clopment 
(with a GDP per capita lower than USS 2,<>IM)) precede 
Ukraine on this variable.'"' 

Sophistication of firms' operations and strategy 

The second component of the pillar assesses the sophis- 
tication of individual firms in terms of production, 
operations and strategy. Productivity rises when a com- 
pany improves the operational cftectis-encss of its activities 
and gets closer to global best practices. The ability of 
firms to pursue distinctive strategies that involves differ- 
entiated means of production and service delivery .ilso 
Constitutes an important productivity and cumpetitivcnes 
enhancer. 

Ukraine pbccs 80th in this component, which includes 
seven indicators. Here more than any\vhcre else, differences 
in performance are striking, but this should come as no 
surprise. The concepts captured in this component arc 
more important at the higher end of the value chain, 
where differences between emerging and tlie most advanced 
countries lend to be magnified. As depicted in Diagram 
C of Figure 3. 11.2, the .wcrage of the EU I 5 (5.3) is 
significantly higher — 1 .2 points — than the average of 
the EU Accession 12 and 1.7 points ahcid of Ukraine. 

Ukraine ranks 78th as to the nature of competitive 
advantage, indicating that the competitiveness of Ukrainian 
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Figure 3.11.4 State of cluster development' for selected countries and regions 
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firms ivnijins essentially driveti by cheap inputs and tucural 
resources extraction, and not by the uniqueness of their 
products or processes. As for the level at sophistication 
of production processes, Ukraine docs slightly better at 
6^Jlh.With a score of 3.6. the perception is that in general 
production uses labor-intensive methods and old tcch- 
tioKiny. rather than the latest, most etlkieiit practices. 
Ukraine places 7«th tor the breadth of the value chain, 
suggesting that not only does the source of comparative 
advantage reside in unsiiphisticated products, but also that 
producers have very little capability in terms of product 
development, marketing and sales. Ukraine ranks just 
87th for the sophistication of firms' marketing techniques. 

The last two indicators of this component concern 
business management. Soundness and professionaliMii in 
management arc essential in determining a firm's pn>duc- 
dvity. The leading roles must go to the most capable 
people, not to the ones with the best connections. 
Nepotism and favoritism are detrin>entai to a company, 
.is they undermine the motivation of the personnel and 
the setting up of a promotion system based upon meri- 
tocracy."' Equally important is the willingness to delegate 
authorirv" to ensure operational ctTiciency. whereby 
decision and action powers lie with the same person."' 
This also fosters motivation by empowering people, 
strengthens accountability, encourages the transfer of 
knowledge and ensures the company s sustainabihty. 
Both concepts reflect the need for emerging economies 
to develop a large pool of skilled nianagers, and most 
importantly, to encourage entrepreneurship. Economic 
development is by no means only a top-bottom, govcrn- 
nicnt-driven process, it is very much a bottom-up 
phenomenon, created by the multiplication of individual 
inilialives." 

In both indicators, Ukraine does very poorly, ranking 
lOlst as to the wiUingness to delegate authority and 
l')2nd tor the reliance on professional maiiagenient.This 



is one of the unfortunate leg.icies of communism. 
Centralized, pLmned development, along w-ith the absence 
of property, left little room for private entrepreneurial 
undertaking and little imderstanding of the role of a 
maiuger in a market economy. It is therefore not a surprise 
that other CIS countries perform equally poorly in both 
indicators. Many sub-Sah.iran nations, including Tanzania. 
Nigeria, Kenya and Zimbabwe are ahead of Ukraine on 
the two indicators. 



3.12 Innovation 

There is no doubt that for countries close to the tech- 
nology frontier, research and development followed by 
commercial innovation, mcanmg the development of 
new and commercially viable products and services, are 
key ways to achies'e a sustainable increase in pnnluctivity 
and gnnvth. For countries at the advanced stages of 
development, promoting innovation should be one of 
the key priorities, This is reflected in the structure of the 
GCI. which places a higher weight on this pillar for the 
more advanced countries that fall into stage 3 of devel- 
opment and a lower weight for countries at lower stages 
of development, such .is Ukraine. 

Given its low income and wages. Ukraine can signifi- 
cantly intprove productivity through trickling the more 
basic areas, such as upgrading institutions, increasing the 
efHciency of goods markets, and strengthening the 
country's abstirptiun capacity lor new technologies. In 
particular Ukraine's very low absorptive capacity of new 
technologies indicates that the country's growth could 
benefit from investment in this area. 

.Although nmovalion is imt yet a priority area for 
Ukraine, some observers support the view that it is 
worthwhile to already take action to support it. The 
country has an undeniable comparative advantage in this 
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area, wlucli could become an iiiipurunt driver ot^touili 
in fiiturc. Ukraine should not neglect this potential. The 
country's liigh innovative capacity' stems from (he (r:idi- 
tionally strong focus on research and de%'clopmcnt in 
the Soviet Union, which still results in strong support by 
the bmad public tor promoting innovation. This could 
provide momennmi for implementing a market-oriented 
innovation promotion programme. 

In the innovation pillar of the GCR, Ukraine ranks 
a relatively high 65th, behind Russia and Pobnd, but 
ahead of Kazakhstan and even Romania. This assessment 
has remained fairly stable over the past two years and is 
consistent across all the aspects taken into account under 
this pillar. Husinc^scs .vssess the capacity for innovation 
fairiy high, placing Ukraine at 40th position in interna- 
tional comparison. This variable assesses the ability of 
the country's companies to conduct formal research as 
opposed to licensing or imitating foreign companies. This 
very good rcsuh mirnnrs the vwak .vvicssmcnt of the cap.icit\' 
oi Ukrainian firms to absorb technology — as discussed 
in Section - and highlights an important aspect of 
Ukraine's technology environment. Firms lend to under- 
take own research and development rather than looking 
abroad for solutions that may already exist. Interestingly, 
Ukr.iinian firms arc relying more strongly on their own 
innovation capacity than firms in the central European 
EU member countries, as can be seen in Figure .■i.12.1. 

A comparison with 1*>98 shows that this trend has 
strengthened in Ukraine over the past nine years, but 
has weakened in central Europe, Certainly, this reflects 
the fact that the process of EU integration h-is contributed 
to intensifying the inllow ot innnvation truin abroad 
into these countries, which in turn h.-is probably crowded 
out elements of local innovation that proved less commer- 
cially viable. In many of the emerging markets that 
received technologically intensive FDI over the past 
decades, such as Malaysia or India, this process goes the 
opposite way. In these countries, companies increasingly 
innovate locally, benefiting fiom spillover cAects gcncmtcd 
by foreign investment in R&D intensive sectors, such as 
the increasing availability of skills rebted to developing 
conmierci.illy viable innovation, financing projects, 
inarketabihty studies and the hke. 

However, although companies mainly innovate inter- 
nally, their spending on R&D is not particularly high, 
reflecting the fi>ct that many of the industries operate at 
the lower end of the value chain. In terms of company 
spending on R&D, Ukraine ranks 67th, behind Rus.sia 
(5<>th) and Poland (•42nd). but ahead of Hungary (f.«th) 
and Romania (8'>th). Between 2(MJ0 and 2i)0(i, spending 
on R&'D in Ukraine has increased in absolute terms, but 
decreased as a share of GDP to about 1.0%, as shown in 
Figure 3. 12.2. At the s.ime time, data fkim the State Stitistics 
Committee of Ukraine and the World Bank indicate, 
that spending on R&D (as share of GDP) in Ukraine is 
higher than in many other countries in the region, c^-cn in 
central Europe. 



lo CransLiCe R&D activities into growth, research 
projects need to map into commercially viable products 
and services. I his is more likely to occur when there is a 
higher degree of involvement of the private sector in 
research activity, as public funding tends to favor funda- 
mental as opposed to applied research. One possible w.iy 
to measure private sector involvement is to look at the 
share of research flindcd by the business sector. For 
Ukraine, the data reveal a fairly low share of public 
fijnding, which points to high involvement of enterprises 
in R&D. This stands in stark contrast to other countries 
in the region where about two-thirds are funded by the 
state budget. This ratio amounts to only 4(1% in Ukraine 
with a decrcising trend'" against 65.2% in Poland, and 
51,8% in Hungary. More successflil innovators tend to 
increase this share lo higher levels, such as Finland, where 
only 26.3% of all research activities are ttindcd by the 
public sector. "'" Tliis high lewl of private sector involvement 
sector bodes well for Ukraine's innov.ition cap.icity, as it 
ensures that the traditional mismatch bet\veen the output 
of publicly tiiiulcd research institutions and the needs of 
companies is kept at a lower level than in other countries 
in the region. 

In addition to the relatively high level of R&D 
spending, the tertiary cducition level is also an important 
precondition for promoting innovation. In Ukraine, hke 
in many other transition economics, the facilitated access 
to higher education during communist times resulted in 
a high number of skilled scientists and engineers. When 
asked about the availability of scientists and engineers, 
businesses rank the countrx' a still rebtively good 70th, 
above Poland (74tli), but behind Russia (37th) and 
Rom,mia {47th). This is confirmed by the fairly high 
ratio of researchers relative to the country's population, 
even when compared to more advanced countries such 
.IS Poland or Romania. It has to be noted however, that 
this ratio as well as the absolute number of reseaichers have 
fiillen between 20iH) and 2tK)0'" (see Figure 3, 12. 2). This 
trend results from higher interest of students in managerial 
studies rather than in scientific and technical careers. 

Both the historically high level of spending and the 
abundance of human capiul h-is translated into a high 
density of research institutes, mainly in the area of science 
and technology. Currently, about 1,452 research uisdtiitions 
are active in Ukraine, of which 1,189 work in scientific 
and technical arcas,'^ 

In addition to the number of research institutions, 
businesses a.ssess the quality of research institutes as reb- 
tively good. Ukraine ranks 60th in the entire sample on 
this indicator, ahc.id of countries such as Pobnd (64th), 
Latvia (70th) or even Italy (96th). This comparatively 
good a.sscssmcnt has remained relatively stable over the 
past few years, In parallel. Ukrainian research institutes 
have been moving slowly but surely towards increasing 
the share of appUed research and reducing the commer- 
cially less viable basic research. Between 1996 and 2006, 
the share of basic research in total research spending has 
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Takle 3.12.1 Ukraine s performance In the innovation pillar 
in international comparison 



12lh pillar Innovation 
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Koiiiaiua. However, it must bv ii>>Ci.\l tiul most louiiCru'ii 
thmi the region conic in M high ranks on this variable. 
Yet the number ol utility patents in Ukraine h.is strtnigly 
increased over the past few years, confirming th.it the 
quality of Ukraine's research is increasiugly catching up 
with international levels. 

In the case of Ukraine, because of its fairly well 
dcs'clopcd research capacity, public support for R&D is 
important, despite its basic stage of development, to 
maintain the research capacity' in preparation tor a higher 
level of development. But a number of other factors will 
influence the success of policies promoting R&D, 
because innovation can only translate into growth if 
new ideas lead to the development, production and sale 
of products or services or the improvement of processes. 

This requires above all, that innovation is rewarded 
by secure and well-enforced intellectual pn>pert>' rights. 
In Ukraine, intellectual property rights are among the 
most weakly defined and enforced worldwide, placing 
the country at ItiBth position out of 13! economies, the 
second to lowest rank among the comparator countries 
with otjiy Russia scoring lower A strengthening of the 
intellectual property- rights regime, and the court system 
enforcing it, should be the first and most important step 
towards improving the country's potential tor inno- 
vation. Addressing the basic institutional weaknesses that 
h.miper business creation and development .«s outlined 
in Sections 3.1. and 3.') will equally support innovation. 

In promoting innovation the overarching challenge 
will lie in setting market-friendly instruments that 
address the most important market failures intrinsic in 
innovation, but do not lead to inelTiciencies. In this 
respect, the strong public-private cooperation is a good 
sign. As a best practice example on how to promote 
innovation, Bo.\ 3.12. 1 outlines Israel's experience with 
iniplcmencing innovation promotion inscrumcuts. 

3.13 Summary and conclusions 

This chapter assesses the performance of Ukraine across 
the 12 dimensions of nacional competitiveness as defined 
bv the (IKib.il ( "ciiipetitiveiiess liulex. TlK- <lcl.iiled 
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fallen from 41.5% to 37.0%." The rehtively well devel- 
oped cooperation between univendty institutes and the 
private sector (fi.Sth rank) supports this pnicess, although 
Ukniiiie ranks behind some ul the comparator cuuiilries. 
such as Poland and Russia on this indicator. 

The quality of Ukrainian applied research is confirmed 
by the high number of utility patents filed in the United 
States. Ukr;iine ranks SKtli on this indicator, which is a 
particubrly good me.isure of the intern.icional viability 
of a country's research. With this result the country 
r.iiiks u<tt t.ir beliitui Hr.i/il .iiui .ilie.iil ot huli.i .inil 



Table 3.12.2 Ukraine's performance In the Innovation pillar in detail 
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Figure 3.12.1 Capacity for innovation" for selected countries and regions 
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Figure 3.12.2 R&D actnrltv in Ukraine 
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analysis shows that in many dimensions Ukraine does 
not realize its full competitive potential. Although in 
many areas it has m.iJc progress with respect to its own 
history, in n>ost casi-s, these advancements have not 
translated into higher rankings because the pace of 
improvements is slow compared to that of many other 
countries. 

In the area of institutions, Ukraine fares very poorly, 
ranking only 1 15th out of 131 countries. lagging tar 
behind all EU members- Particular areas of weakness 
include the protection of property rights and the low 
erticicncy of government institutions and private institu- 
tions, both of which are ass«ss«d as among the least 
developed in the world. Progress realized over the past 
years h.is not been sutficiciit tn Iiicrmsc Ukraine's position 
in the rankings. Improving the performance of institutions 
will most likely liave spin-off efiects. Reduced corruption, 
improved administrative capacity and a strengthened 



judiciary will improve the efficiency and enforcement 
of many other policies. 

The assessnient in the area of infrastructure is only 
slightly below the overall .issessinent at 77th position. 
While Ukraine has a well developed railroad tntrastructure, 
both .»ir transport infra.structure and the quality of roads 
will require further investment to bring it to levels that 
satisfy the needs of the economy. 

Equally. Ukraine's macroeconouiic environment is 
considered a competitive disadvantage, albeit by a narrow 
margin. The country ranks S2nd and it remained roughly 
stable compared to last year. While progress has been 
aclueved with respect to reducing the budget deficit as 
well as government debt, tlie relatively high inllation 
rate remains an area of concern. 

The country (arcs slightly better with respect to 
health and primary education, where it ranks 74th. The 
qualitv ot primary education is assessed as good, yet the 
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Box 3.12.1 Case study on innovation in Israel: Incubator programme 
and venture capital* 

Over the past years, Israel has emerged as a high-tech power and one of the leading exporters of technology- 
intensive products. The Israeli government has played a key role in this process by efficiently stipporting the 
de\'clopnient of the ICT sector in the country, building on the country's excellent human capital potential. The 
government's inter\'eiitions ,ire remarkable. They have maintained a market-friendly spirit with neutrality towards 
the private sector as the guiding principle, aiming at remedying market failures inherent in inno\'ation. Israel's 
incubator programme is an example of such an initiative. 

Thanks to its high lc\'el of R&D in research institutes and universities and abundant human capital resulting 
from immigration, Israel' has always been strong in the generation of ideas. However, these ideas often ivntained 
at the conceptual stage and were not turned into products. The market failure in the country has resulted mainly 
frnn> the absence of financing and business ser\'iccs, as many researchers lacked experience as entrepreneurs. 
Although the programme is open to all, it was initially targeted at the m.iny scientists and engineers immigrating 
from the former Soviet Union. Many of these scientists and engineers had remarkable research potential, but 
lacked experience with developing commercially viable products, knowledge of English and Hebrew, access to 
6nancing and experience with protecting intellectual pmpert>' rights, among other things. From the very beginning 
the approach aimed at taking selected entrepreneurs througli the entire programme, from developing the first 
idea to the point where they can stand on their own. 

Thc incubators not only provide financial assistance, but also a wide range of business services specific to entrc- 
pa*ncurs, such as help with further developing the product or service technology', setting up a vi.-»ble business 
model, tiling patents, market studies, attracting customers, as well as helping to set up a competent ntanagemetil 
team, among other things. 

With a budget of USS 3(i million, a total of 24 incubators h.ive been set up in the country, each in charge of 
about 10 projects with an average duration of about t\vo years.The average budget is iibout USS 4.'>(l,()(H) per 
project per year. At the beginning of the project, the public sector provided the main souKe of funding, about 
8,S%, either through soft loans or giants. The remaining resources are to be generated cither by the entrepreneur, 
the incubator or venture capital firnis.This has a number of advantages, the main one being that the outside 
investor checks the \'iability of the project. 

Over time, the share of private investntent in the incubator programme has increased considerably faster than the 
share of public investment and after 10 years of operation, about 13 incubators have been privatized, taking 
advantage of the incre;i<>ed influx of venture capital into the country. Currently, the progrannne continues to be 
closely monitored to ensure excellence and highest quality standards. The incubator programme became the 
foremost generator of start up companies in Israel, The success rate is about Su% of all incubator start ups that 
arc able to generate private flmding to operate for at least two years, compared to a track record of just 10% in 
the United States. Consequently, today, Israel has the world's highest density of high tech start ups, about 2.5ii() 
in a country of only 6 million people. 

The second key element of Israel's success in ICT was the government's support to create a market-friendly 
venture capital industry to address the financing gap entrepreneurs face in the first phase of acti\'ity. In the early 
I'J'Xis, the Lick of proper financing w.is one of the most important problems facing entrepreneurs. In the 
Yoznia progrannne was established to trigger the crcation of venture capital in the country. The government 
provided USS 1(H) million to cncouiagc international venture capital to enter Israel, im-cst in local firms and 
nurture local t;ilent. The government's investment was matched by international venture capital and industry 
firms, which established 10 flnids. The involvement of internationally reputable firms allowed the country to 
attract the much-needed expertise in addition to the funds so as to build up a strong local venture capital industry. 
Yozma was created for a fixed duration and was privatized after seven years. The success of the programme 
speaks for itself In 20110, Israel raised USS 6IX) per capita in venture capital compaivd to USS 30 in Europe, and 
Israel has today the highest share of domestic venture capital in CiDP worldwide. Between 199.5 and 2004, 
venture capital investments contributed to a 40% increase in GDP and 1 5% increase in employment and 
accounted for ,S0% of exports and of foreign investment. 

Thanks to its targeted and market-friendly innovation promotion programme. Israel became the world leader in 
security technologies and chip design, and continues to attract investments in communications and networking 
as well as software. 

* Haird on loper-CTaro* and .Mia, 2***h, 

1 linitHgrMuin incltulcd luinuiyufaou fnuti llic tirinct Stivirt Umi^ifc. hul iijK*rc*cuft'hcn whi, fctufrtc<i ut Itrjci iii (rn>,Mt<- Ut incciitivrs up b>' ifac ^^wcfiuitciK.^ 
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fairly low (.-niolincnc rates tall for a stricter i-iifortciiR-iit 
of sf hcme^ for fompiilsorv' primary schooling. Health 
inJicaturs point to worrying levels of tuberculosis and 
HIV, which translate into high l osts for business. 

Higher education and traniinj; are among Ukraine's 
competitive advantages (ranked 53rd) and the country 
should continue efforts to maintain this high level. 
Secondary as well as tcrciarj' enrolment remain fairly 
high. The quality of education is ini.xed. depending on 
the field oJ study. While management schooLs do not 
meet the needs of business, the overall quality of the 
educational system as well as the math and science 
education arc fairly well assessed. 

The efficiency of the goods market is among the 
pilbrs that receive the lowest marks (10 1st). 
Competition, both domestic and toreign, remains below 
levels neci-ssary to achieve efficient markets. In particular, 
burdensome taxation as well as barriers to new firm 
creation and entry of foreign firms and products hmit 
the benefits o( a competitive environment. 

The country has relatively efficient labor markets, 
ranking at 65th position overall. Although llexibiHty in 
employment relations remains low, talent is used fairly 
etHciently, in particular because of the high level of 
female participation in the workforce and the close link 
between pay and productivity. Lower non-wage labor 
costs and more professionals in management positions 
would further increase Ukraine's competitiveness in this 
particular area. 

In terms of financial market sophistication. Ukraine 
ranks 85th overall. Stabihtv of the banking system is an 
area \s here improvements are needed, as is the regubtion 
of securities exchanges, and the restrictions on capital 
flows. Stronger protection of investors would iilso contribute 
to more efficient financial markets. 

Technological readiness remains an area where more 
targeted policies will be needed in future to improve 
Ukraine's competitive position. The f^iirly low ranking 
of 93 reflects companies' limited absorption of tech- 
nologies from abriiad, as \\ ell .is restricted .ivailabiUty 
of the latest technologies. In this context, FDI could be 
used more intensely for tcchnolog\' transfer. The infra- 
structuiv for iCT is assessed at higlier levels than the 
absorptive capacity. 

Market size is one of the undeniable advantages of 
Ukraine's economy (rank 2<>). In addition to the large 
local market, the country 's e.vports are fairly high in 
international comparison, mainly going to the two 
direct neighbors, the European Union and the CIS. 

Ukrainian businesses could employ more sophisticated 
business practices in their day-to-day dealings (Kist on 
business sophistication), yet this area of competitiveness 
is not yet of the utmost importance tor Ukt-niiie. given 
its fairly basic suge of development. Areas of competitive 
advantage include the high quantity of local suppliers as 
well as sophisticated production processes and extensive 
control of international distribution. 



Despite Its basic stage ol developiiieiil. Ukraine s 
innovative capacity is noteworthy and ranked at 6,Sth. 
More stringent protection of intellectual property rights 
would significantly improve this capacity and enable the 
country to benefit faun the high i|uality of research 
institutes and the relatively intense collaboration 
between research institutes and companies. 

Overall, the analysis shows that fiirthcr and fistcr- 
paced reforms will be needed tor Ukraine to I'ldly reahze 
its competitive potential. Given the country's relatively 
basic sLige of developtneiit, it should focus first on 
improving the pillars of competitiveness that enter the 
basic requirements subiiidex: instimrions, intTastructurc, 
macroeconomic stability, and health and basic education. 
Addressing the challenges among these areas will enable 
the country to enhance its competitiveness and move up 
the development ladder f.ister. .^s Ukraine is currently 
already moving towards the next stage of development, 
strengthening the efficiency enhancers - goods, labor 
and financial markets efficiency, technological readiness 
and market size - is equally important to prepare for the 
future. 
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Notes 

1 See lar example Radrik et al (2002), and, most recently, Kaufmann el al 
2007 

2 Montsnsgro and Puerto Rico, for which FfP estimates are not available, 
are emiuded from the companson Lunefntwurg wtwse GOf pef capita 
of B7,D00 international dollars jlMF 20a7d| makes it an outier is also 
excluded 

3 Because some incumbeni couMri es are progressing faster and new 
countries ate entenng the ranking at a higher level, Ukraine has not 
been able to maintain its position, despite an improvenienl in its score 
Tlia same occurs for many cotniMnsnts and vanaMis of this pillar 

4 The median rank is ihs rank of the country in tiia middle of the set of 
coifitries That is, half o< the countnes rank Ngher than the median 
rank, half rank lower. 

5 See Correa 2007 for mare details 

6 Baker & WcKenzie 2007 

7 In the Executive Opinion Survey, liie question reads as follows: 'in your 
counliY, dfveisian ol public lund$ ID ownfianies, individuals, oi groups 
due to corruption- 1 = is ctKwnon, 7 = never occurs" 

8 World Bank 2005. 

9 World Bank 2a07b 

10 MCD2007 

1 1 Sigma 2006 

1 2 The suivey question goes as follows. The legal framework in you' countiY 
fw private businesses to settle disputes and challei'ge Ihe legalily at 
govemment actions and/or regulations is: 1 - is inefficient and subject 
to manipulaiian: 7 = is effkienl and follows a clear, neutral process" 

13 Noeletal 2006. 
U EBRD 2006. 

1 5 As commented by expurts and lAnnrers, the drop in rank of air oanspon 
infrastnicture is partly due to the situation around the plans of consvuctian 

the new air terminal in Kyiv that were not realized in 2007. thus faiing 

lo deliver on the public expectations 

16 FVess Release. Municipal Airport "Kyiv" Zhulyairy, August 2008, 
htlp://www aiiport.kiev.ua 

1 7 Press Releases. NJSC Mahoga? of Ukraine. 2007, www naftoga; com 

1 8 Press Release, Gazprom, July 2005. www.gazprom m 

1 9 Inf rastructire Monitoring for Ukraine. N 8/2006. Institute for Economic 
Reform and Policy Consulting. Kyiv, 200& 

20 World Bank 2007c 

21 Grven Ukraine's stage of development, the score achieved in the 4th pil- 
lar accounts lor 14% of the overall GCI score. 

22 A similar obsei^'alion is made by UNOfZOOea. 

23 For a discussi on about demographic trent^, see Section 3.4. 

24 The business community, through the Fori/n's Executrve Opinion Survey, 
is voicing its discontent about tu regulations and tax rates, both rated 
among tha top fira most problamstic factors for doing business in 
Utnine, together with policy and gorvemment instabriily, and corruption 
Sea Ciiepter 2 in this report 

25 For further discussion, see Section 36. 

26 On December 27th. 20D7. President Yushchenko declared: 'IWIe should 
lift moratorium on land sale in 20Ce and in the first half of 2006 we 
shouU eliminate all obstacles toward this end' Source: The National 
Radio Company of Ukraine. December 27. 2007 

27 Between 1 999 and 2008, Ukrainels GDP has gro^vn 400% to UAH 538 
bilhoti Public debt has been essentially stable around 80 billion. As a il 
USSR debt was Inheriisd by Rusaa. Uknina did not lava any debt at 
independence. 

28 See IMF 2007b 

29 Many nch countries have embarked on a dangerous path Despite strong 
gkibal gMiOi, governments are ninning deficits and pubbc debt is pling up. 
This raises serious concerns as to their capacity to assume the liabilities 
criatad by aging demographics, a problem already facing Ukraine. 



30 for tte sake o> readabilily. inllation rales priiir io 1936 are not leportEO 
in Diagram C. Back in 1993. the earliest year available, inflation rate 
was exceeding 4.700^. 

31 For tiK sake of readability, the lending rate pnor to 2001 is not reported 
in the diagram The interest rate spread between foreign-currency 
denominated deposits and loans is not available pnix lo 1998 

32 Data provided by the National Bank of Ukraine in December 2007. 

33 For further details on this issue, see OECO 2007Bnd IMF 2007b. 

34 The exchange rate criterion is based on the Exchange Rata Mechanism 
lERMI under which the exchange rate is altoved to float within a band of 
plus or minus 15% around an assigned value against the Euro |tlie so-called 
fluctuations mar^nsl. The reference values for inflation and interest 
rate are revahiatad on a yearly basts based upon the performance of 
Euro Area members. The values used here come from ECB 12007] 

35 See rwte 2 

36 A median rank of 91 means that half of CIS members rank below 90. 

37 UNDP20Q6a. 

38 In the GCR 2007-2008. due to li mited avai labi lity, 2004 data was i,sed 
for life expectancy. In Ukraine, it was 67 years. In 2005. it was om year 
longer (see Figure 3.4.4). 

39 The Oinitituli on of Ukraine of 28 June 1 996 states "lE^/eryone has the 
right to health protection, medical care and medical insurance Health 
protection is ensured through state furving of the relevant soao^onomic, 
medical and sanitary, health improvement and prophylactic programmes. 
[ . ] State and communal health protection institutions provide medical 
care free of charge: the existing neuvork of such institutions shall not 
be reduced " 

40 World Bank 2007a Averages for regions are nan-weighted 

41 The replacflment rate is the fertility rate which ensures population replace- 
ment A rate of 2. 1 is the commonly accepted value for industrialised 
countries. Yet, due lo higher child mortality, it is estimated to be as high 
as 3 3 lor certain developing countries. 

47 Projections by Ihe United Nations Population Division l20Q7a| predict 
that Ukraine's population will continue to decrease at a rate of about 
1% per year to reach 42 million by 2020 and 31 million by 2050. This is 
the 'medium variant' The high and low rariaiMs foretast a population 
of 37 and 26 million by 2050. respectively 

43 Defined as 65 and above 

44 The latest figures provided by the State Statistics Committee of Ukraine 
shcM that in 2006 immigrants to Ukraine acttjally outmrifaated emigrants 
by a tiny margin of 14.245 people, or 03 per 1.000 population 

45 Usually the lengthening of life expectancy goes together with a falling 
fertihty rate, allowing for an extended retirement age, thereby compen- 
sating for the shonage of young workeis. This is not happening in Uinaine 

46 UNDP 2007. 

47 The net enrolment raiio in primaiv education i$ tlie lalio of the number 
of children aged 5 lo 1 2 attemf ng achool to the tool papulation of chilli 
aged 5 to 12. All education figures in ttiis section are from UFCSCO 
2007 unless specified otheiwise 

48 The Survey question is wonjed as follows: "The primary schools in your 
country are: 1 = of poor quality, 7 = equal Id Ihe best in the workJ " 

49 Although extremely revealing, the data availabikty ol the indicators 
included in the EDI makes it impossible to include ihem in the GCI The 
EDI covers a large sample of 125 countries, but the country selection is 
very different from that of the GCI. 

50 In descriptive statistics, a decile is any of Ihe nine values that divide the 
sorted data into 10 eciual parts, so that each part represents one tenth 
of the sample or population. 

51 The indicator used in the GCI excludes capital investment On the broader 
measure of total public spending on education. Ukraine allocates 63% 
of GOP to education against S.3% on average in DECD countries. Due to 
imiled data avaitability, tWs tauter measure cannot be included in the GCI. 

52 State Statistical Committee of Ukraine 2006. 

53 See note 2 

54 The Survey question reads as follows * Internet access in schools is: 

1 ■ veiy linateit 7 ■ extensive - mostchiMrenhave frequent access. ' 
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5s I Iw ei^ample of Lihiiia \i p^jrticularly poignant UoistEd ti^ twiHli^t 
gfowlfi. wages in coastal Qtina hav« grown so much over ttw past 
decade, that basic industries, such as textiles and clothing, are now 
relocating Inland. Shengtei. as a citv. is moving up the value chain 
rap(dly creating new needs in terms of human capital. 

56 WTO. ITC and UNCTAD 2007 

57 OECD 2007 has similar fincings 

58 See OECO 2007, p. 120. (at examples 

59 In many iransiiion economics, the small and nwdium siled enteqirises 
created since the onset of tcansiiion to a maikat economy ensure a highly 
competitive envirowneni Thev have been the main engine for groivth in 
many countries, ensuring sigmf icant increases in labor productivity and 
efficiency 

60 EBRD 2007 

61 Ukraine^! score on the EBRD index of enterprise reform is 20 on a scale 
from 1 {socialist economyl to 4.5 (market economyX See EBRD 2007 

62 OECD 2007. p 11B 

63 CXCO 2007. p. tOOff. This source also outtnes in nxire detai I ttie difficulties 
in measwing the smell business sector in Ukraine. 

64 Russia, Kazakhstan and Georgia all require only seven procedures 

65 In particular, the permit system still remains a major imped merit to 
business creation. For more infomiation. see UNDP 2006a. 

66 OECD 2007. p 32. 

67 UNOP 20QGa. p 50. 

68 WorH Bank 2007b. 

69 See Ct^pter 2 for a discussion of the resuhs on the most Problematic 
Factors for dnng business. 

70 However, it t«5 to be noted that the results for the years 2006-2007 and 
2007-2006 on this pillar are not fully compaiable, as two variables ware 
added to the index in 2(X)7 that were not available in 2006 These two 
Survey variables. "Reslnction on cap<tal floA's" anid 'Regulation of secu- 
ribes exchanges' obtain very poor assessments in 2007 Ihey therefore 
signilicaiitly conirilMe to lowering ttw result in 2007. 

71 Ift^F 2007c. 

72 Wf 2007c 

73 See Noel ei al. 2006 

74 See lh/1F2Q07b and IMF 2007c 

75 The results on this sub^lbr for 2006 are not fully comparable as the 
variable 'Regulation of securities eiichanges" was mssnQ. 

76 IMF 2007c 

77 See IMF 2007b for more detail 

73 Tins vanable enten the GCI under the innovatiM pillir. 

79 The source for tariff data is WTO. FTC and UNCTAD 2007. 

80 See Chapter 1 for an explanation of the not on of stage of development. 

81 This figure was constructed by grouping counlnes into five groups (three 
stages of devetopmert and two transitions! and then, for each group, by 
calcubting averages aaoss the countries. For eadi stage, the mettan 
rank is the rank of the counhy placed in the middte oif tiw set of coirtries 

Ukraine and Germarty are reoresented for the sake of comparison. 

82 TIte Executive Opinion Survey question is 'Local sivpliers in your coun- 
try are: 1 = largely nonexistent, 7 = numerous and include the most 
important materials, components, equipment, and services." 

83 The question reads: The quality of local suppliers in your country is: 

1 = poor, as they are inefficient and have litde technological capability. 
7 = very good, as they are iniemationallir competitive and assist m new 
product and process development' 

84 TIte ExecLftrae Opinion Sun/ey question is: 'Strong and deep clusters are 
widespread throughout the economy I - strongly disagree. 

7 = strongly agree * 

85 For eumple, shoe manufacturers wittnn a cluster require sufficient and 
reliable supply of laatheraed a skjlledworicfome. as well as an efficient 
networi( of ground transportation. 

86 At the pi liar level, 1 1 Stage 1 countnes are ahead of Ukraine 

87 See Section 3.7. 



SB <he question is: Willingness to delegate authority to subordinates is 
t • low - top management controts all important decisions, 
7 = high - authority is mostly delegated to business wit heads and 
other lower-level managers. ' 

89 Wi tness the recent boom in nKro-credit as a form of development aid. 

90 See htlp/Avww.ukrslat gov ua/ 

91 See Workl Bank 2007a 

92 Slate Statistics Committee of Ukraine 2007. 

93 All data for 2004. Eurostat 

94 The absolute number has fallen by about 20%. tram 120,000 in 2000 to 
about 100.000 in 2006 

9B State Statistics Committee of Ukraine 2007. 

96 State Statistics Committee of Ukraioa 2QQ7. 
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CHAPTER 4 

Competitiveness of 
Ukraine's Regions 

MARGARETA DRZENIEK HANOUZ 
THIERRY GEIGER 
ARSENE PANOV 
World Economic Forum 



Given the ecoiiLMUK' .iikI culuirjl diwrMCy of Ukritme, 
an .m.-ilysis of the comurys ronipcritivencss (■.iiiiiot be 
complete without cotiipuriiig (he perlonnance across 
regions. In cultural and economic terms, Ukraine is 
divided between the ethnically predominantly Kussian 
industrialized cast, and the mostly Ukrainian rather rural 
we-stern regions. In political terms, although the inde- 
pendence movement 'was initiated in the western part 
of the Country. Ukraine's nu>re densely populated eastern 
regions have had greater influence on the political 
debate since then.' 

Ukraine experienced a sc\'ere economic recession 
related to the country's economic and political transfor- 
mation in the 1990s and the regions were arfccted ditler- 
ently by this situation, given their difierenr economic 
structures. The Diiipropetrovsk and Zapori/hya oblasts' 
in the east have f.ired relatively well economically over 
this time period, as Soviet industries, mainly in (he steel 
and chemicals sectors, continued to export to CIS and 
other neighboring countries. So far. however, these 
industries have not been restructured. Instead, they 
benefit fn>m a preferred status as strategic industries, 
which has intplied numerous tax exemptions and, until 
recently, inexpensive energy supplies. Poreign investments 
have contributed to Kyiv's burgeoning growth. The coal 
producing regions, in particubr Donetsk and Luhansk, 
were seriously hit by Ukraine's economic transformation 
because by international standards the mines were fairly 
inctficicnt and prc\'iously heavily subsidized and protected. 
As a result, the mines had to be closed. 

The quality of local government has, among other 
lactors. greatly influenced the regions' economic per- 
formance. Politically left-wing Crimea, for example, 
whose tourist revetnies could have made it one of 
Ukraine's \\ calthicst regions, remains underdeveloped. 
Odessa, which has no ntanufacturing base, fired ri'lativcly 
better at the beginning of the decade under pro-market 
municipal leadership. Currently, in response to rising 
prices for agricultural products, business activity and 
investment in the agricultural regions arc picking up. 
This could reduce economic divergence between the 
rural and more industriali?cd regions. 

The degree of economic divergence between Ukrainian 
regions is moderate compared to other countries. The 
main indicators are presented in Table 4. 1 , which shows 
key measures of gross regional product (CRP) for all of 
Ukraine's 27 adniiiiistralive imits. Notably, the income of 
the wealthiest (I^onctsk) is 3.1% higher than Ukraine's 
average, while that of the lowest (Chernivtsi) amounts 
to less than half the average. The GRP per capita of the 
city of Kyiv is more than three times Ukraine's .iverage. 
These disparities arc more or less in Hnc with tho.sc 
found in neighboring Poland, where the wealthiest 
region's (>RP is ?>H"a higher than the national average 
and that of the lowest, only 69%.'Yet, the regions arc 
very different in terms of economic dynamism. While 
the slowest growing region registered a negative growth 
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Gross regnnal/domestic prodact 2ra5 






ptt capita (UAH) 


per capita (index value, Ukraine ■ 1M) 


real growth (%) 


Ukraine 


9J72 




2.7 


OlMlStS 


Vinnylsya* 




63 7 


5.3 


Volyn 




67.1 


3.7 


Dnipropetrovsk* 


11,909 


1271 


7.3 


Donetsk* 


12,490 


1333 


-19 


Zhyiomyr 


5,554 


59 3 


11 


Zakarpattya* 


5,373 


57.3 


1.5 


Zapon^hya 


10,683 


114.0 


4.6 


Ivano-Frankivsk 


6316 


73.8 


5.9 


Kyw 


8.573 


92 5 


7.3 


Kirovohrad 


6,394 


68J 


2.4 


Luhansk 


8,131 


8«6 


03 


Lviv* 


6,657 


710 


-1.9 


Mykolayiv 


7,801 


832 


0.1 


Odesa 


8,619 


910 


■0.4 


Poltava* 


11,574 


I23.S 


0.8 


Rivne 


6,269 


66.9 


11 


Sumy* 


6.497 


693 


4.4 


Ternopil 


4,603 


491 


2.S 


Kharkiv 


9,025 


963 


48 


Kherson" 


51,713 


61.0 


•0.8 


Khmelnytsky* 


5,764 


61.5 


3.9 


Cherkasy* 


6,681 


71.3 


7.0 


Chernivtsi 


4,554 


49 7 


1.5 


Chernihiv 


6,474 


69.1 


0.1 


Cities 


Kyw" 


28,780 


307.1 


5,8 


Sevastopol 


7,452 


795 


0.9 


Autonomous Republic of Crimea" 


6,460 


68.9 


4.0 
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r.wc of 2.'>^>i (l^onctsk) in 2fH i.S. the most dyn.imif obLists 
j;rc\v at more tliaii T'li (Kyiv and Oiiipruptlrovsk). ' 
Figure 4.1 shows the contribution of each region covered 
by this report to Ukraine's gtuss domestic product (GUI'). 

4.1 Methodology 

Many factors, institutions and policies chat influence 
national competitiveness are under the reahn ofregioii.il 
or local .luthoritics. The efficiency ofloc.il .idminiscration, 
maiittenaiice of infnistnictua-, education, and tetlinoloi;it.»l 
readiness are just a tew examples where regional govcrii- 
nieiics can make a significant difference in most countries. 
In addition, over the past years, increasing fiscal and 
administrative decentraUzaiion. in particuLir in HU countries 
h.is put regions and cities higher on the agend-i of economic 
pobcymaking. As a result, there has been an increjising 
interest in work related to assessing the competitiveness 
of regions and cities. 

It is in this context that the World Economic |-oriini 
is carrying out the present analysis of the conjpetitiveness 
of Ukrainian regions using the methodology of the Global 



Competitiveness Index. In 2t)(>(i, the Fxecutive Opinion 
Survey, which is the basis for calculating tlie Global 
Competitiveness Index (see Chapter 1) was carried out 
in 12 of the 27 Ukrainian regions: Dnipropetrtwsk. 
Zakaq^atrya, 1 viv, Sumy, Khmelnytsky. Donetsk, Poltava, 
Vinnytsxa, Kherson and Cherkasy. as well .is in the 
Autonomous Republic of Crimea and the city of Kyiv. 
This a'pR-sentative selection includes oblasts from diffeivnt 
geographic parts of the country as well .is regions with 
diverge economic structures and cultural backgrounds. 
In this way, it can provide a sense of the differences 
across the country with respect to competitiveness. 

In each of the regions, appniximately ?>(> sur\'e\'s were 
compkted by business e,\ecudves.The survey questions were 
those asked at the national Ie\'el. which en.ibles comparisons 
of e.ich regions lompetitiveiiess with the Ukrainian .iver.ige 
as well .T-S with other countries included in the GCR 
sample. This allows for a nuanced analysis. Howe\'er, one 
civeat must be kept in mind when interpreting the data. 
:\s desc-ribed in ("haprer 1. the surviy asks the business 
leaders to assess the situation at the national level and not 
at the regional level. This report uses the data in tliis 
regional analysis under the assumption that businea. 
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Figure 4.1 Breakdown of Ukraine's gross domestic product IGDPI by administrative unit. 2005 
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IcMdcrs will .isscs.s the business environment baseti on 
their e.xperieiKe in llie region they operate in. vvhieli is 
rcrtcctcd in the very different scores obtained by the 
regions. However, it is likely that JifTerences between 
the regions are understated, given the general foi us on 
the national busitiess eiivirunnient. Using the regional 
survey' results as well as rcgion.i! hard data when available, 
we apply the GCl methodology and calculate the Index 
in the same way as described in Chapter I. 

For seven hard data indicators, regional data "wm used: 
inflation, interest rate spread, main telephone lines, tuber- 
culosis incidence, infant mort.ihf\'. primary education enrol- 
ment rate and personal coniputers. National level hard data 
was used otherwise, either due to lack of regional le%'el 
data (for example the World Bank's Doing Businevs 
indicators), the different data definitions at regional and 
n.itional levels (such as secondary .md tertiary education 
enrolment rates), or because certain indicators aiiu to 
measure polities decided at tlic national level (for example 
trade weighted tiirifT rates), in which case we deliberately 
use national figures. For this reason, we do not report 
the results for the 10th pillar (market size) in this chapter, 
although it is included in the calculation ot the GCl. As 
policies reLttcd to this pilLir are solely in the pur\'ic\v of the 
central government, the pillar cannot constitute a ditleren- 
ti.iting factor of conipetitivenc-ss among Ukraine's regions. 

.^s the survey data was collected in 2i i<.)6. we used 
the corresponding hard data indicators for 20O.'> or the 
latest year available. As a result, the figures quoted for the 
Ukraine average differ from the data reported in other 
parts of this report. Equally, the resvilts are compared to 
the results of the GCl 2006-2007, which covered 122 
economies. Therefore, a total of 134 economies are included 
in this analysis (122 countries and the 12 Ukrainian 



regions). For the sake of benchmarking each region 
.igainst the Ukraitnan average, we also report the 
Ukraine average in this sample. The entire sample of 
countries and regions is shown in Table 4. 2. The Region.il 
Competitiveness Profiles at the end of this report com- 
plement this chapter, showing the detailed results down 
to the variable level for each region. 

4.2 Competitive performance 
of Ukrainian regions 

Figure 4.2 shows the performance of Ukraine's 12 selected 
regions in the GCl and Table 4.2 shows the perforntance 
of these regions in international comparison. 

The city of Kyiv leads the way as the most competitive 
among the regions assessed, achieving a score of 4.25, 
abiiost 5% above the Ukrainian average. With its ranking 
of 53 among the 134 economics, Kyiv comes in right 
after Croatia. 

Onipropetrovsk follows closely behind the capital 
city at .S4th rank with an only slightly lower score of 
4.24. Zakarpattya. ranked thin.1. and 57th in the overall 
Siiinple, comes in between Kazakhstan and El Salvador. 
Dniprupetruvsk positions itself 54th, right ahead of 
("yprus. 

Further down the rankings, we find Lviv at 4lh place 
with a much lower score of 4. 14. In the overall sample, 
Lviv ranks 63rd, behind Russia and ahead of Jamaica. 
Lviv is followed by Khmelnytsky at Mth rank before 
Brazil and A^erUnjan. Smny and Donetsk are comparable 
to the Ukrainian average in terms of their compctitiwncss, 
obtaining a score of 4.1)7, and rank 73 and 74. right 
behind Vietnam. 
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Tabla 4.2 Competitiveness of Ukraine's regions in international companson 



Rank Couitry/Economy/Regton 


Score 


Rank Cointry/Economy/Region 


Score 


Rank Country/Economy/Region 


Scora 


1 United Stales 


573 


46 Poland 


4.35 


91 Kherson 


390 


2 Switzerland 


5.63 


47 Bahrain 


4.35 


92 Bosnia and Herzegovina 


3.86 


3 United Kingdom 


5,59 


48 Malta 


4.31 


93 Cherkasy 


3.S5 


4 Denmark 


5.55 


49 Jordan 


4,31 


94 Armenia 


3.82 


5 Japan 


555 


50 Mexico 


4,29 


95 Sn Lanka 


3.81 


6 Finlattd 


5.54 


51 Indonesia 


4.27 


96 Macedonia, FYR 


3.80 


7 Germany 


5.53 


52 Croatia 


4.25 


97 Pakistan 


3.79 


8 Sweden 


5.S2 


S3 Kylv 


4,25 


98 Georgia 


3.76 


9 Singapore 


5.44 


54 Onipropetrovsk 


4.24 


99 Honduras 


3.75 


10 Netherlands 


5.42 


55 Cyprus 


4,23 


100 Dominican Republic 


375 


n Hong Kong SAR 


541 


56 Kazakhstan 


4,23 


101 Mongolia 


3 74 


12 Canada 


5.35 


57 Zakarpattya 


4,22 


102 Venezuela 


3.73 


13 Taiwan, China 


531 


56 El Salvador 


4,20 


103 Moldova 


3.73 


14 Israel 


5.31 


59 Panama 


4.20 


104 Ecuador 


3j67 


IS Norwav 


5.22 


60 Mauritius 


4.19 


105 Bangladesh 


3.66 


16 France 


5.18 


61 Turkey 


4.16 


106 Kenya 


3j64 


17 Austria 


5 16 


62 Russian Federation 


4.14 


107 Nigeria 


3.61 


18 Australia 


5.16 


63 L*iv 


4.14 


108 Albania 


3.S8 


19 Malaysia 


515 


64 Jamaica 


4,14 


109 Gambia, The 


3,55 


20 Iceland 


5.14 


65 Greece 


4,13 


110 Cambodia 


3JS3 


21 Ireland 


509 


66 Colombia 


4.11 


111 Bolivia 


3.53 


22 Belgium 


5.08 


67 Morocco 


4.11 


112 Nicaragua 


3J3 


23 New Zealand 


507 


68 Costa Rica 


4.10 


113 Tajikistan 


3.50 


24 Korea 


5.02 


69 KhimlBytsky 


4.11 


114 Tanzania 


3.50 


25 Luxembourg 


501 


70 Bra/il 


4.10 


115 Sunname 


3.47 


26 Chile 


4.87 


71 Azerbaijan 


4,09 


1 16 Cameroon 


3.47 


27 Estonia 


465 


72 Vietnam 


4,08 


117 Lesotho 


3,47 


28 Thailand 


4.77 


73 Sumy 


4.17 


118 Benin 


3.43 


29 Kuwait 


469 


74 Donetsk 


4.07 


119 Nepal 


3.41 


30 Spain 


4.68 


75 Ukraine 


4J7 


120 Paraguay 


3J8 


31 C;!ech Republic 


4 57 


76 Botswana 


4.07 


121 Madagascar 


3.36 


32 Qatar 


467 


77 Egypt 


4.06 


122 Uganda 


3JS 


33 United Arab Emirates 


4B3 


7B Poltava 


4.02 


123 Kyrgy; Republic 


334 


34 Tunisia 


463 


79 Philippines 


4.02 


124 Guyana 


3J3 


35 Slov8l( Republic 


454 


80 Romania 


400 


125 Mall 


3.28 


38 China 


4.53 


11 Crimea 


3.99 


126 Burkina Faso 


3.27 


37 Soutl^ Africa 


4.50 


12 Vinnylsya 


3.91 


127 Zimbabwe 


3.23 


38 Latvia 


4.S0 


B3 Argentina 


3.98 


128 Mauritania 


321 


39 India 


4.50 


84 Trinidad and Tobago 


3.97 


129 Zambia 


3.20 


40 Portugal 


4.49 


85 Namibia 


3.96 


130 Ethiopia 


3.18 


41 Hungary 


4 49 


86 Guatemala 


3,95 


131 Mo?ambique 


305 


42 Slovenia 


4.48 


87 Algeria 


3.94 


132 Timor- Leste 


2.98 


43 Barbados 


447 


88 Peru 


3.94 


133 Chad 


179 


44 Lithuania 


4.46 


89 Bulgaria 


3.93 


134 Burundi 


2j67 


45 Italy 


4.36 


90 Uruguay 


3.91 





Ukr»r4's rtgions art m lilu« baU T|p4 



In the second tier of regions, placing below Ukraine's 
avcnigc \vc find I'oltava w ith a scare slightly lower timn 
the .iverage (4.02). With this score, Poltava places 78th, 
ahead of the I'liilippines and Romania. Crimea and 
Vititiytsya rank 81st and 82nd respectively among the 
1.^4 economics assessed, bclovk' the Ukrainian average, 
but ahead of Argentina. 

Kherson and Cherkasy close the regional rankings 
occupying positions 91 and 93, significantly below the 
national average. In particular ClierkasN', with a score of 



3.85, occupies a very low position, comparable to 
Bosnia-Herzegovina, Armenia and Sri Lanka. 

Tlicic is a spread of 4n positions between the best 
and the worst performing region, a seemingly fairly 
large difference in the level of competitiveness within 
one country, but the GCI scores paint a dift'erent picture. 
The scores of the best and worst performing regions arc 
only 5% above or below the national average, respectively. 
This is significmtly less than their divergence in terms 
of GRl' per capita, s\ liich is in the order of 30% to 40% 
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Flyiire 4 2 The regions on the Global Competitiveness Index 2006 
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(excluding che city of Kyiv), as shown in Table 4.1. This 
much lower diwrgcncc perhaps reflects the undcrrstini.irion 
of the differences due to tlie ndtional level nature of much 
of the data used tu compute the GCI. 

Figure 4.3 presents the performance of the regions 
in the three subiiidexes of the GCt, while Table 4.3 shows 
the best performing regions on each of the pillars. These 
results conArin the diversity in terms oi economic struc- 
ture. Kyiv, Zakarpattya and Dnipropcrrovsk, the three 
best performing obbsts, all top at least two out of the 12 
pillars. The two worst performing oblasts - Kherson and 
Cherkasy — are the weakest perlbnners in three pilLirs each. 

The performance on each of the pillars affects the 
overall result dttTerently. and various pilbns show dillerent 
degrees of dispersion. The weights apphed to each of the 



subindexes for the regions are the same as those for 
Ukraine, as we assume the same stage of development 
for the country as a whole. ' Figure 4,4 compares the 
range of performance of Ukraine's regions in each pillar 
(blue shaded bars) with the whole sample (gray shaded 
bars). It shows the range of results for Ukraine on the 
different pillars and how they relate to the entire sample. 
The white dot in the middle ot the bar represents 
Ukraine's average, As this figure shows for some pillars, 
the spread in performance between regions is fairly 
small, while in other pillars it is significant. This may 
reflect the degree to which this pillar ('alls within the 
realm of regional or local policy as opposed to national, 
the degree of policy coordination, or certain industrial, 
cultural or geographical differences. 
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Jkrame's regions on the 12 pillars of compentiveness 
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figure 4.4 Scure dispersion between best and v/orst performers 
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Among the regions the disparities are biggest in the 
inlrastructiirr pillar (a dirtcrcncc ot' 1 .8), while the contrast 
is the least marked in the labor market efficiency pillar 
(a ditrercncc of U. 4). Also worth noting is that the average 
performances of all the regions in the insrinitions, tech- 
nological icadines and inno\'ation pillars arc disturbingly 
close to the worse perfornters within the entire sample 
on these pillari. However, Ukraine performs relatively 
well in health and primary education. 

For the sake of the analysis Ukraine's regions selected 
in this study arc divided into four groups: central and 
northern (Kyiv City, and Sumy. PolLa\'a,Vinnyts\'a and 
Chcrkasy nblasts), western (Lviv, Zakarpattya and 
Klinielnytsky oblasts). eastern (Dnipropetrovsk and 
Donetsk oblasts) and southern (Autonomous Republic 
of Crimea and Kherson oblasts). 



4.3 The performance of central 
and northern regions 

The centte ot Ukraine's economy is focused around Kyiv, 
Ukraine's wealthiest consumer market. However, Poltava's 
{fis and oil deposits are also increasingly attracting Western 
interest. With the European Bank for Reconstruction 
and Development's backing, st)me Western oil and gas 
operators arc already active in the region, although 
bureaucratic oL>stacles remain in place. The region's 
economy is spurred by the high level of dc\'clopmcnt 
of Kyiv city and Kyiv oblast. Investment mdicators and 
standards of living arc better in the north of Ukraine 
than in the center. The central and northern regions 
grouping includes Kyiv City, and Sumy, Poluva, 
Vinnytsya and Cherkasy oblasts. 
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Highlights 

• Kyiv's performance on the institutions pillar is cause for concern, 
but it doss better on infrastructure and tops ttie national rankings 
in terms of healtti and primary education 

• The quahty of higher education stands out as better than in the rest 
of the country, but Die etiiciency of goods and financial markets 
lags behind international and national standards. 

• Kyiv tops tlie national ranking on technological readiness; innovation 
capacity is encouraging, but business sophistication remains 
behind expectations 

• Corruption, policy instability and lax regulations are the biggest 
impediments to doing business 



Among all of the regions, Kyiv is the bij^cst contributor 
to Ukwiiies economy. At 77,124 ntillion hryvnia (UAH), 
its gross regional product (GRF) jinounts to some 18% 
of Ukraines total GDP." With a GRP per t-jpita of UAH 
28,780 — three times Ukraine's average — the city is by 
far the country's richest adininistr,itive region. Witli 
2.8 million inhabitants, Kyiv is the country's fourth most 
populated administrative unit.' Kyiv's economic growth 
over the four-year period 20O2-2OI!)5 amounted to 11. 3% 
per annum on average. ' The region has a diversified 
industrial base including aviation, shipbuilding, IT, 
chemicals and pharmaceuticals. Kyiv is both the political 
and administrative centre of Ukraine, but also its economic 
powerhouse. 

Kyiv ranks first in the regional Global Competitiveness 
Index (GCI), preceding by a narrow margin the second 
ranked Dniprupetrovsk and Zakarpattya, ranked third. 
In the international ranking, Kyiv comes in S3rd.just 
behind Croatia. With a score of 4.25, it is in the same 
league as several EU accession countries, not too far 
behind Poland and Malta, and ahead ofCypms. However, 
the gap remains wide with the strongest EU accession 
countries such as Estonia and the Czech Republic. Also 
noteworthy, Kyiv precedes CIS top performers Kazakhstan 
and Russia, as well as Turkey. Ukraine as a whole is 
ranked more than 20 places below its capital city. Given 
the large difference in per capita income between Kyiv 
and the rest of the country, .is well .is the high degree of 
centralization, the first rank should come as no surprise. 
Yet the prime spot earned by Kyiv in the regional and 
international rankings should not obscure the fact that 
several obstacles to enhanced competitiveness remain in 
many areas captured by the GCI. 

Kyiv owes its top rank in Ukraine to its irlatively go€>d 
marks in the basic requirements component of the GCI, 
as shown in Figure 4.3. For Ukraine, a countrj' at a basic 
st.igc of development, this subindcx alone accounts for 
some 55% of the overall GCI score, due to the impor- 
tance of more basic factors such .is infr-istructurc and 
institutions for competitiveness at that stage. Kyiv docs 
significantly less well in the other two subindexes, 

In the basic requirements subinde.x. Kyiv is first 
among Ukraine's regions and 60th internationally. With 



11 - of 4.S, the capital is well ahead of tiie rest of 

liic nuintry (see Figure 4.5), which averages 4.2 (excluding 
Kyiv). Particularly worrisome is the weak performance 
on the institutions pillar, compensated for by the good 
performance in the three other pillars of the subindex 
(infra.structure, macrocconomic stability, and health and 
primary education). The qualir>' of institutions is crucial 
as wcll-fiinctioning and transparent institutions arc a 
precondition for the performance in many key areiis of 
competitiveness ciptured in the subsequent pilLirs.' 
A great many ptoblenw currendy faced by Ukraine stem 
from the mediocrity of its public and private institutions 
and Kyiv is no exception. With a score of 3.2, it ranks 
6th in Ukraine and llGrd overall, very much in line 
with Ukraine's average (3.1. 108th overall). Kyiv's poor 
performance is particularly worrisome because all central 
government bodies are located there. Lick of transp-irciicy 
.iiid accountability as \s<ell as corruption tend to trickle 
down to regional institutions.The problems found in the 
capital arc therefore likely to spread throughout the 
country. The diversion of public fiinds, corruption, and 
favoritism are common practices, which means there is 
little or no trust in politicians. As for private institutions, 
the business cominunitN' itself admits that the code of 
conduct tor businesses is among the world's worst, resulting 
in Kyiv's 131st pbce out of 134 in this indicator. 

The situation is better in the other pillars of this 
subindex. Kyiv (3.6) is second only to distant leader 
Dnipropctrovsk (4.3) for the quality of its infrastructure 
(2nd pillar), well above Ukraine's average. Overall, it 
ranks 57th, on a par with Mexico, and ahead of Poland 
and Russia. The city boasts the highest penetration rate 
of telephone lines in Ukraine, and it ranks 26th overall 
and 3rd in Ukraine for the quahty of railrcids, 
Disappointing, though, arc the bad marks it earns for 
tiic quality' of road infrastructure (78th) and, of bigger 
concern, of air transportation at 10 1st - barely at the 
level of Nigeria. 

The niacroeconomic stabiUtv pillar is not a major 
difJerentiaior of competitiveness levels berween Ukraine's 
regions due to the centralized nature of policies in this 
area. Yet in the two indicators for which regional infor- 
mation exists. Kyiv posts results that are belter than 
Ukraine's average. For example, inflation in the city 
reached 9.2% in 2tMJ6, which although high, is 2.4 
percentage points less than the national figure and half 
the rate registered in Diiipropetrovsk at 19.8%. As for 
the interest rate spread, at 6.5 percentage points Kyiv's 
rate is one point less than the Ukrainian .iverage. 

In the last category of the subindex, the health and 
primary education pillar, Kyiv tups Ukraine and performs 
quite well in the international comparison. With a rank 
of 43, the ciry is only slighdy behind Estonia and Hungary, 
and precedes Lithuania, as well as the Ukraine average. 
The city boasts the lowest infant tnortaliry rate, the lowest 
mberculosis incidence and the highest primary enrolment 
r.itc ill Ukniine. 
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Figure 43 Kyiv's performance In the 12 pillars of competitiveness 
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Figure 4.6 The most problematic factors for doing businsss in Kylv 
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Although Kylv lead*; Ukr.iinc in the b.isic requirements 
subiildex, tins is not the ease for tlic ctraii'iicy eiihaiiccrs 
subindcx, even though differences are less marked. Kyiv 
appears in .^rh position in this dimension ot'the GCI, 
with the s.itiie score as Ukraine's average (4.0) and not 
far troni best performing Zakarpattya (4.2). It ranks 65th 
internationally, on a par with Croatia and Romania. Yet 
the tact that Kyiv is merely in line with the rest of 
Ukraine is unfortunate, because as Ukraine's unchallenged 
econoiiuc engine it should lead the way. It does so in 
the technological readiness pillar, but this represents a 
very poor performance by iiiternatioii.il standards (77th). 
In the other pillars ot the subindcx, Kyiv's performance 
is mixed, but seldom impressive by international sti«ndards. 
An e.xception is in the 3th pillar measuring the quantity 
and quality of higher education and training. Ranked 



third in Ukraine and 49th overall in this pillar, Kyiv does 
particularly well on the quality of the educational system 
with a 37th ptice glohalhr. However, it remains significantly 
behind best-performing Dnipropetrovsk, which is ranked 
22nd with a score of 6.11. 

Ill the remaining three pilbrs of the subindex that 
look at the efficiency of good,s labor and financial markets, 
the capital does poorly by international standards, and is 
barely in Une with average Ukniinian performance. With 
respect to the efficiency of the goods market (6th pillar), 
Kyiv ranks last but one in Ukraine and 108th overall. 
Cert.iin branches of Kyiv's economy are dominated by a 
few business gre)ups, which weakens the competition in 
the region (9th in Ukraine. 91st globally). In this context, 
the low score in teniis of the eflectiveness of anti-monopoly 
policies is particularly worrisome (lOth in Ukraine, 
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I ]M\i nvcniU). 1 he labor iiuirk<.'i (7tli pillar) is perceived 
as risi'l, thereby hin«1ering the efficient reallocation of 
luiiiuii capital, particularly iinpurtaiil in the cuiitext of 
rapid economic development. The severity of the brain 
dram fami the ciry also stands out as a particular problem. 
With a score of 2.6, it ranks 'JSth - at the level of seN'eral 
African countries - on this indicator. Fiiully, although Kyiv 
is considered Ukraine's financial center, it ranks only Mh 
with resj>ect to the overall sc^phistic-Jtioti offinanci.il markets, 
which corresponds to a (i7th position in the inicriiadonal 
ranking, on .1 par with Azerbaijan. 

In the third siibitule.x of the GCl measuring inno- 
vation and sophistication factors, Kyiv cir\' comes in .Sth. 
In the business sophistication pillar, the city posts a dis- 
appointing performance.With a score of 3.7 — hardly 
the national .iverai;e — it ranks only in 8th position in 
Ukraine, and 84th overall, at the level of Karakhst-in. 
The situation is more encouraging in tlie innoxiition pillar. 
With a score of 3.3 and a rank of .S3, Kyiv demonstrates 
a perloriiiance similar to that ofTurkey. Among Ukraine's 
regions. It ranks si-cond only ti) I )nipnipctrovsk, A noticeable 
strength in this area is the impressive 3 1st rank — first in 
Ukraine - for the qiialir>' of research institutions. 

When asked to name the most pmblematic factors 
for doing business in Kyiv (sec Figure 4.6), business 
executives have highlighted pervasive corruption, unstable 
policies and biirdoiisomc tax regulation as the three 
most iiiiportatii issues. These issues are in line w-ith the 
overall Ukrainian average. At the same time, business 
e.xeciitives in Kyiv consider access to financing as n)ore 
difficult than in Ukraine overall. 



Sumy 



Rank: 6 



Highlights 

• Health and primary education indicators in Sumy are below the 

country's avviages. 

• The qiialrtv of institutions, the levels of infrastructure development, 
higher education and tramincj, labor maikei efficiency, and innovation 
are all in line with the national assessment. 

• Sumy scores higher than Ukraine's average on financial martcet 
and business sophistication indicators. 

• Policy instability is the most problematic factor for doing business 
in the region 



The Sumy oblast is one of the most industrialized among 
Ukniiues ceiiter-iiortli regions. i>uiny's iiiduslrial production 
is dominated by minerals, accounting for 29% of total 
output, and manufacturing {65"o). w liich mainly includes 
engineering and construction, food and agricultural 
products and the chemical and petrochemical industry." 
.\ third of Ukraine's total hydrocarbon extraction and 
processing is clustered in the Sumy oblast. With the 
GRP per capita of UAH 6,4'J7, the oblast contributes 
1.8% to Ukrainian GDP, while accounting for 2.6% of 
Ukraine's population. ■ The growth rate in Sumy over the 
four-year period 2(>f i2-2i K>3 amounted to 4% per annum. ' 



Out of the 12 regions included in the present study, 
Sumy ranks 6th. With a score of 4.07 and a rank of 73 
among the 134 countrit-s and regions, it outperforms by 
a significant margin countries such as Egypt, Rom.inia 
and Argentina, and ranks just after Vietnam. 

The business executives surveyed in Sumy avsessed 
the financial markets as more sophisticated than those in 
Ukraine on average. The region ranks 44th of out of 
134 countries and a-gioiis on the ftn.incial market 
sophistication pillar, above the Ukrainian average (sec 
Figure 4.7) and at the level of Hungary, Slovenia and the 
United Anb Emirates. Sumy's financial markets ensure 
comparatively easy .iccess to loans and venture capital, 
outperforming all other regions on these indicators.Thc 
score of 4.3 on ease of access to loatis is comparable to 
thai of M.ilta. and entrepreneurs with innovative but 
risky projects can generally find capital with the same 
ease as entrepreneurs in Belgium. 

Over the p.vst few years, access to financing has 
increasinglv spread out into rural areas ' to provide 
financing tor the agricultural sector's businevi needs. 
Similar Co its reasonable access to finance, banks in Sumy 
arc viewed as more sound than in many parts of Ukraine, 
assessed at 4.K as opposed to the national .iverage of 4.5. 
With reg.ird to business sophistication, the surs'cyed 
executives identified the spread and depth of clusters 
.IS a positive factor (3.Sth rank), making Sumy the top 
perloriiier in Ukraine, and comparable to Brazil on this 
indicator. 

An analysis of the health situation and the quaUcy 
and level of primary education shows that the obkist lags 
behind the n-st of the nation on these arv.is. The assevsiiieiit 
of business impact of tuberculosis and HIV/AIDS is 
worrisome, ranking I22iid (at the level of Botsw^ana) 
and lll2iid (at the level of Tajikistan), respectively. The 
other aspect where Sumy lags behind is the enrolment 
in primary education, comparable to (he level of Lesotho 
(|ii6th rank), which is partly due to a large share of 
population listing in rural arcas.The Rt^^ionalTreniii Sliidy 
by the International ('entre for Policy Stxidies, Kyiv, echoes 
concerns in the area of human development indicators, 
pointing out that the Sumy obl.ist has the higlicst rate 
ol intant mortality among the rural aicis. 

Overall, the le\'els of institutions, infrastructure 
development, higher education and tniining. labor market 
efficiency and innovation mirmr the national conditions. 
However, there are a number of salient features within 
these pillars that arc specific to Sumy. For example, within 
the institutions pillar, executives in the oblast complain 
les.s about favoritism in government officials" decisions 
than in other parts of Ukraine (47tli rank globally, compa- 
rable to Jordan); and they also point to w-cll-dcvclopcd 
railroad infrastructure (3'>th rank). 

Factors contributing to labor market efficiency 
include hiring and firing practices that are more flexible 
than in Ukraine on average. The capacity for innovation 
is underpinned by engineering and tnanufacniring clusters 
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Figure 4.7 Sumy's pertomiance in the 12 pillars of competitiveness 
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Figure 4.8 



Tlie most problematic factors for doing business in Sumy 



Policy Inststiilitv 
Tax regulations 

Inflation 

110 Tax rates 

Corruption 
6ovarnn>ent instability/coups 
Crime and theft 
Inefficient government bureaucracy 
Access to financing 
Foreign currency regulations 
Inadequate supply of mlraslructure 
Poor work ethic in national labor force 
Inadequately educated workforce 
Restrictivg labor regulations 



116.3 



■ 129 

|126 

1124 



1104 




82 



ID 15 
Percent ot responjes 



20 



2S 



Source World Ecwiorac Foiun. Em«u(k« Opinion Suiviiv 20C6 



located in the oblast, w hich leads to j;ood levels of uni- 
vcrsic\'-indiistr>' rcsciah lolLiboratioii (SUt rjiik globally). 

When asked about the niost probleiiiacic factors for 
doing business, executives pointed to policy instability as 
the most sijpjificant obstacle, followed by tax regulations 
and inflation, as shown in Pigurc 4.K. It is noteworthy 
that surveyed executives rate access to financing at only 
the I'fth position, out of IS identified challenges for 
doing business in the oblast, demonstrating that access to 
finance is less of a problem than in Ukraine on .wcragc, 
where it is considered the 7th must problematic factor. 



PoHava 



Rank: 8 



fiighlights 

• Poltava's labor market efficiency, goods market efficioncy and 
quality of institutions follow tfie national pattern. 

• The oblast lags beliind the country's average in terins of 
infrastructure and financial market development. 

• Poltava ranks higher than the national average on business 
sophistication, but lower on innovation. 

• Access to finance is the most probfematic factor for doing business. 



Poltava's coinpetitiwness ranks in the lower h.Jf of the regional 
ranking. In the global comparison, the obbst is ranked 78th in 
the GCI. just slightly ahead of the Philippines and Romania, 
and behind Brazil and Egypt. With a score of 4.02. 1'oltava's 
competitiveness is tumparabk- to the o\'erall Ukrainian awnige. 
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Witli CM' pt r capita of UAH 1 1 .374. contributing 
4.1% of Ukraine's GDP, Poluw cxpcricticcd .in anniul GRP 
growth rate of y.5"<> lu-twc-tii 2(>n2 and 20ii5JMic- main 
sectors in this region inrliufc iron ore, the production 
and processing of oil and gas, engineering, footwear, and 
clothing. .According to market assessments, one-third of 
Ukrainian crude oil is processed here." The revenues 
from oil and gas exploration and processing of the local 
hydroc.irbon deposits, as well as finance raised by the 
local light manufacturing industry, provide financial 
resources for diversifying the regions industrial base. 

The comparative strengths ol the Poltava region are 
clustered arvumd niacroccononiic stability and techno- 
logical readiness on which the oblast outperforms the 
rest of the country by a narrow margin. The efficiency 
of Poltava's labor and goods markets, and the <.|ualily of 
education and health arc conip.irabic to the national 
averages, as shown in Figure 4.9. 



Although the effuu iK V of the region's goods market 
is comparable to Ukraine on .iveragc, business leaders 
view regubtioiis and laws on Kireign direct investment 
(rni) as more restrictive than in the rest of the country. 
In this respect, the local govermnent is currently putting 
in place an FDI tacilitation scheme, which should bolster 
the oblast 's competitiveness in this area. In 2005, FDI 
flows into the region amounted to USS 32 million, 22% 
of which came from the CIS."" 

With respect to institutions, Poltas-a ranks 1 16th in 
the entire sample of 134 countries and regions, wliile 
Ukraine comes in 108th. 

Polr.iva scored .^.H on a I to 7 scale with respect to 
business sophistication, compared to the national .werage 
of 3.7. The well-developed clusters (42nd position com- 
parable to South Africa) partly contribute to this ranking. 
FurtluTinorc, local suppliers are iiun»crous and of high 
quality. 



Figure 4.9 Poltava's performance In the 12 pillars of competitiveness 
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Figure 4,10 The most problematic factors for doing business in Poltava 
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1'oUdV.i unUvrpcrturiiis tlic iiatiundi average with 
respect to innovation. The «i»tA suggest thnt products with 
a high content of innovation account for leiiS than 
1% of all production in the region'' , which is 
confirmed by the low ranking of Poltava on the 
innovation pillar. Currently, Poltava ranks 96th in the 
innovation pillar, ar the level of Panama. In particular, 
a lack of scientists and engineers and low levels of 
collaboration between industry and universities 
contribute to this result. 

As shown in Figure 4.10. the major obstacles to 
doing business in Poltava have been identified as access 
to financing, policy instability and tax regulations. 
Whereas policy insLibility and tax regulations arc among 
the country's problems for doing business, access to 
finance is singled out as the Ley issue in Poltava, .^t the 
same time, government instability and corriiption arc 
not perceived as hindering business activity to the same 
extent as in the rest of the country. 

Vinnytsya Rank; 10 



Higtilighls 

• Intraslructure development in Vinnytsya as well as goods and 
financial markets etticiency are below national standards. 

• Macroeconomic stability, healiti and primary education, and labor 
market efficiency fallo^v the national pattern, as does higher education. 

• Tax regulations are considered the most problematic factor for 
doing business bv a wide margin. 



With its 1.68 niiliiou inhabitants (3.6% of Ukraine's total 
population) and with its GRP per capita of ,S,966 UAH 
(contributing about 2.3% to Ukraine's GDP). Vinnytsya is 
one of the poorer oblasts in Ukniine. Over the period 
2(>02-2h()5. the region registered GRP growth of,iboiit 
5.8% per annum. ^ The regional economy is structured 
around engineering and constnirtion of clcvrrical, photo- 
graphic and medical equipment, agricultural products 
(mainly stigar beet processing), and constmier goods 
manufacturing. Gemstones processing and firearms 
maniifln turing ficiliries arc also located in Vinnytsya. 

When benclniurked against the 12 regions.Vinnytsya 
comes in towards the lower end, at 10th. The score of 
3.98 leads to a rank of 82 in the group of 134 countries 
and regions, just ahead of .Argentina and Trinidad and 
Tobago, but below the rank of Ukraine as a whole. 

Vinnyts\'as institutions arc assessed as being of a lower 
quality than the Ukrainian average (see Figure 4.1 1), 
ranking at 122nd, as opposed to l<)8th position tor 
Ukniine. Particular weaknesses within the institutions 
pillar arc the protection of inCcllectual property- rights, as 
well as government inefUciency. With respect to the latter, 
the burden of government regulation receives a weaker 
,-isses$menr than the Ukrainian average, and government 
spending is considered more wasteful. Businesses in the 
region also believe that government is inclitied to tavor 



ucil-coniiected enterprises. Moreover, challenges within 
the judicial system persist, which is considered inefficient 
and prone to giving in to pressure from political or vested 
interests. 

Infrastructure in the region is underdeveloped com- 
pared to the rest of the country, as reflected in the fairly 
low 84th rank as opposed to the national position of 
76. Although the relatively better quality of railro.ids 
pushes the overall score upward, the quality of roads in 
Vinnytsya, already one of Ukraine's weaknes.scs, is below 
the country's average. Roads in Vinnytsya are comparable 
to those in Moldova, with a score of 1 .5, while the 
Ukrainian .ivcr.ige score is higher at 2.2. The telephone 
infrastructure is much less developed with only 18 lines 
per 1 1 10 inhabitants, somewhat below the national average 
of 26. 

In terms of nLicrocconomic stabihry, and health and 
primary education, Vinnytsya's performance is in line 
with the national average. The business impact of tulicr- 
culosis is somewhat less of a problem, and there are no 
significant diftcrciices in die assessment of liiglicr cducauon 
and training. 

Within the goods market efficiency pillar, the extent 
and etTect of taxation is as-sesed less f.ivorably in Vinnytsv'a 
than in Ukraine overall. This .issessmcnt is confirmed by 
the results of the survey question that asks the executives 
to name and rank the most problematic factors for doing 
business. , IS shown in f^igure 4.12. E.xecutives from 
Vinnytsya perceive tax rcgubtions .is a problematic factor 
more often (18.2Vti of f«ponses) than Ukrainian executives 
on average (14.3"ti of responses). 

Labor market efliciency is overall in line with the 
national average, with only a few differences. Brain drain 
is significantly more problematic in Vinnytsya. while pay 
and productivity are more closely linked. Hiring and firing 
practices are considered more rigid in Vinnytsya than in 
Ukraine on average. 

Not surprising for a rather rural area, the sophisticadon 
of the financial market is a<5csed below the national average. 
It is more ditTicuh for businesses to tap into the equity 
market for financing and it is equally ditlicult to obtain 
capital for risky projects and loans, where there is an 
over 20% difVerence in score compared to the Ukrainian 
average, 

Vinnytsya lags behind the rest of the country in 
terms of technological rc,idincs.s: firms arc less inclined 
or able to adopt the latest technologies and technologies 
arc less widely available. This .vsscssmcnt by business 
leaders is reinforced by the low- score the region obtains 
in terms of PC penetration. The number of PCs per 100 
inhabitants is more than five times lower than in the 
best performing region in the country, Kyiv. Business 
sophistication and innovation are well in line with the 
national .ivcrage. 

As regards the most problematic fiictors for doing 
busines.s, as shown in Figure 4.12 policy instability and 
corruption are considered the most problematic factors. 
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Figure 4.11 Vinnytsya's performance in the 12 pillars of competitiveness 
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Figure 4.12 The most problematic factors for doing busmess in Vinnytsya 
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following tax regulations. The tnadequacely educated 
workforce is conadcrcd a more serious problem in the 
region than in Ukraine on average, with 6.7% of 
responses mentioning this factor as prublemacic, against 
only 4.6% in Ukraine. 



Cherkasy Rank: 12 



Hlfhliglils 

• Cherkasy is the weakest performer among the 12 regions on the 
overall GCI The quality of institutions, the development of infra- 
structure and the level of innovation are the lowest among all 
assessed regions. 

• The region's performanco is belotv tite country's average in all pillars 
but two, macroeconomic stability and labor market efficiency, 
which are in line with the country's average performance. 

• Policy instability is the most problematic factor tor doing business. 



Cherkasy is a medium sized agricultural and industrial 
oblast tliat borders on four other central regions. With a 
GRP per capita of UAH 6,681. it accounts for 2.3% of 
Ukraine's GDP and 2.9% of its popuhtion. ' Overall. »7% 
of total production volumes come from manufacturing, 
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Figure 4.13 Cherkasy's performance In ttie 12 pillars of competitiveness 
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Figure 4.14 The most problematic factors for doing business in Cherlsasy 
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2.2% from mining (fuel peat and others), and 10.9% (mm 
the production niid discribiicion of power .Jiid utilities."' 
Over the period 2002-2005, the obbst registered 5.8% 
growth per annum. 

Out of the 12 obhiscs and administrative territories 
selected to provide a snapshot of Ukraine's diversity-, 
Cherkasy is the least cunipetitive. Kanking 93rd it eotnes 
in just behind Bosni.i and Herzegovina, and ahead of 
.Armenia among the 134 eoinitries and regions. Lower 
than average results on institutions, infr-istructurc, inno- 
vation, and business sophistication coutribute to this 
generally poor competitiveness assessment (see Rgvttc 
4.13). On the remaining pillars, Cherk.isy is either in 
Unc with the Ukrainian average (macrocconomic stabili- 
t\', health and primary education, labor market efficien- 
cy, technological readiness) or slightly behind the aver- 



age (higher education and training, financial market 
sophistication). Thus, the oblast does not stand out posi- 
tively on any of the 12 pillars of competitiveness. 

Cherkasy ranks 131st in the global s;unple of 134 
countries and regions for the iiiiality of its institutions, 
with poor property rights protection (rated 2.9 on a 
scale of 1 to 7, cotnparable to the level of Argentina), 
and a particularly low rating for the efficiency of the 
legal framework, where it is ranked 131st globally with 
a score of 2.2, at the lewl of Chad. A recent dispute 
related to Cherkasygaz and the two strategic gas pipelines 
crossing the region, involving UrkTransService and 
investmetit ctmipanies. could h.ive influenced the perspective 
of executives responding to the Executiw Opinion Survey. 
In addition, complaints about the frequency and scale 
of the diversion of public funds (score 2.7, comparable 
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Cu Mall) .iikI .1 lack ol public triisi in pi>liticlans (scurt 
1.3, rninp.»r.ibli,' to Vciifzucin), arc potentially linked - 
ainuiig othcrr things — to the tnuiiicipiil council elections 
in mid-20r)6. Howc\'cr, despite the low rank (1 15th, at 
the level of\'enezuela), the ethical behavior of firms 
when interacting with public ntKcials, politicians and 
other enterprises in Cherkasy is better assessed than in 
Ukraine on average. 

Cherkasy is ranked 1 2tli and last in terms of the 
overall infrastructure quality, although the territory is 
crossed by a vast nuniber of rail>\'ays and motorways. 
The railroads running though the region connect the 
coast territories in the south with the north of Ukraine 
and Moscow, whereas the motorw.iys link Oonbas in the 
east with Zakarpattya in the west of the country. With a 
score of 2.6, the infrastructure cjuality is comparable to 
that of Indonesia. The score on the i|uality of roads is a 
low 1.6 versus the countrywide average of 2.2. For the 
quality of railroads, Cherkasy scores .3..^ on a scale of I 
to 7, corresponding to the level of Bulgaria. 

Although tuberculosis incidence (K1..S per lOii.iKMi of 
popubtion) is quite high and comparable to that of Nicaragua 
(7( ith on this indicator), it is still lower than in Ukraine on 
.iverage («f> cases per liiO.O'Mi of population). 

With respect to higher education, the oblast occupies 
a low '^8tli place in terms of the quality of management 
schools, compared with a rank of 81 .it the national level. 
T he e.vtent of stall' training by private enterprises remains 
lower than the national average, scoring 2.6 on a scale of 
I to 7, comparable to Bulgaria. placing Cherkasy I2lst 
globally on this indicator. 

I he assevsmeiit ot the elViciency ol labor markets 
(score 4.2) and goods markets (score .1.7) is similar to 
that of the average in Ukraine. The efficiency of the 
goods market is supported by the relatively high degree 
of customer orientation of local firms, which is mirrored 
by a high level of buyer sophiiitication in purchasing 
decisions. The labor market is characterized by some 
strengths, sxich as the high flexibility ot wage detcrniinatiun, 
and flexible hiring and firing practices. However, profes- 
sional management is scarce in this oblast, which ranks 
last in the country in terms of reliance on professional 
nuinagemeiit as opposed to hiring Ineiids and reLitives. 

Financial market efficiency, technological readiness, 
business sophistication and innov^ition are other areas 
that need to be fiJrther developed if the obUst is to become 
more competitive naiioiially and internationally. 1 he 
control of international distribution hy companies in 
Cherk.isy receives a reLitively liigh score of 4.2, an element 
of business sophistication that is comparable to Bahrain. 
C'ompanies' capacity for innovation, which is higher than 
for the country on .ivcragc is a factor on which Chcrkas)- 
can further build in developing its innovatinn potential. 

.'\s shown in Figure 4. 14, according to the surv'eycd 
executives, policy instability, tax regulations and corruption 
arc the three most problematic factors for doing business 
in Cherkasy. 



4.4 The performance of eastern regions 

The cistern regions group, which in this study includes 
the Dnipropetrovsk and Donetsk oblasts, boasts well- 
developed basic industry, producing steel .is its leading 
export. The level of industrial development keeps unem- 
ployment in the region at a moderate level, whereas labor 
market efficiency is very uneven. Oniprupetrovsk, the 
obl.ist with the highest innovation capacity in the country, 
also has the most etficient labor market in Ukraine. The 
region's other important oblast, OoiieLsk - whose less 
diversified economy is mainly structtiird around extraction 
industries - h.is the country's Icxst efficient labor market and 
busiiiev> sophistication indicators. Some in.ijor steel pLiius 
were put up for sale, and the Donetsk coalmines have 
recovered fiwiii the social protests that impacted local eco- 
nomic development in the last decade. Consumer goods 
compaiiic-s are enteriiig markets in Ukraine's eastern indus- 
trial centers where wages arc higher. Further, unfavorable 
ecological conditions have had a negative impact, leading 
to population attrition. This is reflected in Donetsk's poor 
public health assessment, the worst of all obhists analysed. 

Dnipropetrovsk Rank 2 



Highlights 

• Second only to Kyiv in Hie overall GCI, ttie region is a best performer 
it) Ulcraine on iiifrasiructute development, higher education and 
training, labor markets efficiency and innovation 

• On the institutional assessment, government regulations are 
perceived as less of a burden in the oblasi, but the unethical 
behavior of firms is a significant obstacle 

• Technological readiness is average, but low FDI levels hinder 
technology transfer 

• High control of international distnbuOon conlrlbvtes to business 
sophistication in the oblasL 

• Policy instabihty remains the mast problematic factor for doing 

business 



The Dnipropetrovsk oblast is one of the wealthiest and 
must industrialized regions in Ukraine. It is characterized 
by a well-developed b.isic industry, mainly in iron and 
steel production, but also in engineering and construction 
of electromechanical machines, .is well as the automotiw, 
chemicals and agricultural sectors. With its CiRP per 
c.ipita of UAH 1 l,'^i>'), it accounts for ').3Vn of Ukrainian 
GDI', but only lor T.j'.'o of the country's population. ' In 
2f 106, Dnipropetrovsk accounted for 1 8.6% of Ukraine's 
total exports and after Donetsk is the second largest 
exporter in Ukraine. With a growth rate of 7.5% per 
annum over the 20(t2-2(Hi5 period,'* it also is the most 
dynamic region in the country. 

Out of the 12 regions selected tor the regional 
analysis, Dnipropetrovsk is the second most competitive. 
With a score of 4,2 on a scale of 1 to 7 its competitiveness 
is comparable with that of Croatia, which ranks 52nd in 
the enlarged GCI Minple. It ranks significantly ahead of 
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Figure 4.15 Dniprop«trovsk's performance in the 12 pillars of competiliveness 
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Figure 4.16 Tlie most problematic factors for doing business in Onipropetrovsk 
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countries such as Russia, Turkey .utd ,Argcntin.i. Highly 
developed iiilniNtrutlure and available energy supplies 
due to its strategic location contribute to Dnipmpctrovsk s 
competitiveness. I Jniprupetrovsk tops national indicators 
on infrastructure development by a large margin, as well 
as fur higher education and training, labor market etli- 
cicncy and innovation. An overview of Dnipropctrovsiks 
performance is presented in Figure 4.15. 

The overall .issessnicnt ot institutions in the oblast is 
n>ughly in hue with the nncional average. According to 
the sur\'cyed CEOs, a relative competitive strength is the 
relatively low level of diversion of public funds, where 
the oblast comes in 4th nationally with a score of 3.6. 
Government regulations are not perceived as a significant 
burden as reflected in the fairly high 48th rank in the 
global s;)mple, comparable (o the NetheiLinds. In addition. 



auditing and accounting standards are perceived as 
higher in 1 Onipropetrovsk (score 4.2) than in Ukraine 
on average (score 3.7). 

Howewr, a number of major weaknesses rcbted to the 
institutional environment were identified by the CF.Os 
responding to the Executive Opnnon Survey, .^bove all, 
the assessment of private institutions is significantly below 
the national levels. Executives judge the behavior of firms 
as highly unethical, positioning Dnipmpetrovsk l.rst among 
the 134 countries and regions assessed. Similarly, the 
pnitcction of minority shareholders' interests is dismal, also 
ranking at the very bottom of the global sample of 134 
countries and legioas. Furthennoie, the business emaronment 
is assessed as less secure than in Ukraine on average, in 
particular due to the fairly unreliable police ser\'ices 
(lOth rating nationally and I IKth globally, comparable 



The Ukraine Competitiveness Report 2008 © 2008 World Econonnlc Forum 



fu El Li.iJnr). I'lvibkiTis witliiii till- jiidiciiil systfin .«1mi 
persist. T he K-gal tr.tincwork is flurly inefficient for solving 
business disputes by iiattotial staiiii.irJs C^'tli ranking 
nadnnally and 1 1 8th globally, comparable to Peru). The 
judiciary is pnme t<.> influence by politicians and business, 
ranking KiVth in the global sample, corresponding to 
the level of Honduras. One of the potential reasons for 
this ascsmcnt could be gleaned from the 2005-2006 
discussions about reversiiij; the 20ii3-2*HI4 privatiz>ittoti 
of state enterprises, such as Kryvorizhstal Steel Mill, 
Dzerzliiiisky Metkonibitint, Nikopol Ferroalloy Mill. 
UkrRudl'roni.'' Some analysts saw those discussions as 
politically niotivatcd. M the same time restricted compe- 
tition that led to lower-than-niarkct selling prices provnded 
the legal basis for scaling back pri\'atization in some 
cases. 

Thanks to the large heavy industry and transport 
clusteni located in the oblast. Dniprupetrovsk ranks 36th 
on the infrastructure pillar in the overall s;imple ot' 1.14 
countries and rvj^oas, alicad ot tlie Czech Republic. iR-Lind 
and Italy; Ukraine's overall ranking is only 7f>, which is 
at the level of Brazil and Kazakhstan. Dnipropetrovsk is 
the national infrastructure chanipion across the board. 
It ranks first nationally on quality of roads (4'Jth rank 
globally, level oi Qatar) and railroads (1.1th rank globally, 
level of Taiwan), and air tianspurt infrastructure (54th 
rank globally), as well as the qiialiry of electricity supply 
(48th rank globally c»>inpanible to Litliuunia). 
Dnipopctrovsk concedes the first place to Kyiv only on 
fixed telephone line connectivity, where it nevertheless 
occupies a fairly high 42nd rank in the full sample. 

Dnipropetn-ivsk tops the national rating in terms ol 
business impact of tuberculosis, where it takes the AUni 
rank globally and also in terms of the business impact of 
I IIV/AIDS taking the 1st rank nationally and 3rd rank 
internationally. With respect to the latter, it places at the 
level of Finland, liit'ant mortality in the oblast is mure 
worris«ime than the national average, whetv Dnipropetrovsk 
is ranked 9th out of the 12 obLists and territories of 
Ukraine covered in this study and ranks f>4th in the 
international comparison. 

Thanks to a significant number of higher education 
institutions largely rellectmg (he speciahzatiuti ot the 
oblast on industrial engineering, energy and agriculture, 
the region ranks particularly high on the quality of math 
and science education and the quality of the educational 
system. On the quahly of the educational system, Ukraine 
occupies the 50th pLicc globally, while Dnipropctrovsk 
ranks a high 22nd. comparable to New Zealand. 

The quality nf science education undoubtedly 
contributes to international competitiveness of the local 
industry. At the same time, although many management 
schools recently established br.mches in Hnipa>petrovsk, 
the quality of management education ranks a low 1.33rd 
with the score of 2.4 comparable to Mauritania, thus 
largely lagging behind the requirements of the market 
economy in terms of prt)viding a pool of iiunag;enien( skills. 



With respect to goods market etficiency Dnipix>petix>vsk 
occupies the 2nd rank among the 12 regions covered in 
this study, and h6th rank in the overall sample. It stands 
out positively on the intensity of local competition (2nd 
rank nationally after Zakarpattya, comparable to Tunisia 
scoring .S.2) and buyer sophistication (similarly 2nd rank 
nationally after Zakarpattya, 33rd rank in the global 
s;imple, at the level of Slovenia). However, trade barriers 
an.- perceived as significant {127th rank in the global 
comparison, level ot Mongoli.i) and h.ive been assessed 
as heavier than in most of Ukraine's other obiasts (loth 
rank domestically). 

I abor markets are slightly more efficient in 
1 inipmpetnwsk than in other regions. Executives consider 
the level of cooperation in labor-employer relations iu 
Dnipropetmvsk (2nd rating nationally. 50th globally, score 
4.H out of 7) and the fles ihihty of wage determination 
(5th rank nationally, 4f>th globally) as a significant competi- 
tive .idvanLage. Similarly, the flexibility of hiring and firing 
practices (3()th rank globally) is another international 
advantage, even though the oblast ranks below the 
national average on these two indicators. The strong 
correlation between pay and productivity (5th rank 
nationally. 35th rank globally, comparable to the level of 
.Australia) is another strength. However, professional 
management is rather scarce, where the oblast is 5th on 
the national listing but ranks in 1st in the international 
comparison, at the level of .Mbaiiia. 

Overall, financial markets are as efficient in 
Dnipropetrovsk as on average. Financial market sophisti- 
cation (41st rank globally, at the level of Kuwait) is 
higher tliaii m other obiasts, and banks appear to be 
sovinder. However, financing is significantly less accessible 
than in Ukraine on average. Access to loans is ranked at 
1 14th as opposed to 81st tor the national average. Equally, 
risk capital and equity financing are more difficult to 
access in Dnipropetrovsk than in Ukraine on average, 
ranking 1 Uith and I I'^th, respectively, as opposed to 
ranks 74 and 96 for the nation as a whole. 

The good level of technological readiness is under- 
pinned by the higher than average level of availability of 
the latest techiioU>gies in the oblast (score 3. 'J comparable 
to the I'liilippiiies), although it sulfers from insufficient 
le\'els of technology transfer through FDI. as well as a more 
negative perception regarding the legislation relating to 
information and communication technologies where 
it takes the last pusiliun. .Mthougli this legislation is in 
the realm of the national government, enforcement is 
frequently at the local level, which could explain the 
difference in assessment. 

Good local supplier quality (50th rank globally, level 
of Cyprus), value chain breadth (.SOtli rank, level of Latx'ia) 
and control of international distrilnition (scoa' 4.8.21st r.uik 
globally comparable to 1 long Kong) pbcc Dnipropctmvsk's 
business sophistication at the 5th rank nationally and the 
80th rank in the global sample of 134 countries and 
regions on the business sophistication pillar. Room for 
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tiiipruvt.'nK-iic can be rouiiJ in die state of cluster 
development where the oblast ranks last in the global 
sample of countries and regions. Upgrading marketing 
practices would alsci help to inipmve the competitiveness 
of local businesses ('>Uth rank globally, level of Tanzania). 

Innovation capacity is significantly higher in 
Dnipropecrovsk than in other oblasts of Ukraine. Its 
qualitatively good educational institutions and highly 
developed iiuliistri.il b.ise h.ive led to intensive university- 
industry collaboration in research and broad availability 
of scientists and engineers (31st rank glob.illy. level of 
I iuiigary).The oblasts capacity for innovation has reached 
the 2'Jth rank globally, comparable to India. The local 
companies" .iwarcness oi the importance of R&D 
expenditures placed Dinpiapociovsk Ist nacionally and 
40th globally (at the level ot China) on this indicator. 
A factor that could tiirther enhance the regions competi- 
tiveness through innovation is more government 
procurement of advanced technology products. On this 
indicator the oblasc ranks I'Mitli in the global sample ot 
134 countries and regions. 

When asked to name the tnost problematic factors 
for doing business, executives identified policy instability 
as the key problem, obtaining 21"* of the responses. 
Government instability tallowed at second position with 
I Difficulties in accessing finance were also cunttrmed 
by the executives' replies to the most problematic factors, 
whea* a lack of acce» to (iiiaiite is the }ni most problematic 
area tor business in Dnipmpctrovsk. 

Donetsk Rank: 7 



Higtilights 

• High quality institutions and infrastructure development are offset 
by poor results in lieslth and primary education. 

• Higher education and training institutions are rated beltAV the 
national average, and m terins of labor market efficiency the oblast 
trails the test of the countiy. 

• Financial inatkels are relatively sophisticated, but technological 
readiness is fairly low 

• The region displays low levels of innovation and business 
sophistication 

• Government instatNlity is perceived as the most problematic factor 
for doing business, followed by tax legulations. 



In terms of economic size, with a GRI' of U.MH billion. 
Donetsk is the second largest regional administrative 
unit in Ukraine behind the city of Kyiv. It represents 
some 13% of Ukraine's economy, compared to 17% for 
Kyiv. The obl.tst's economy is mainly structured around 
coal extraction. iiieLillurgy and machine building industries. 
Other branches include chemical inditstry. power generation, 
and consTjmer goods. Donetsk's population of 4.6 million 
(as of 2006) - 111% of Ukraine's total - also makes it 
the most populated oblast. With a GRP per capita of 
UAH 12,490 and contributing more than \i% of 
LJkraine's GE>P, Donetsk is about JO*.'*! richer than the country 



on average, second only to Kyiv. between 2'X'J and 2<iU5, 
the obbst registered annual GRP growth of S.S%. ' 

Donetsk's growth is highly volatile. It barely reached 

in 2002, but -was at more than |i>'?ii rvvicc in this decide, 
once in 2iM)3 and again in 2U04 before experiencing a 
dip in 20115. This dip was Largely due to the drop in steel 
prices worldwide, which caused its GRP to shrink by 
some 3% compared to 2004. During this time, industrial 
output fell by K"o. In comparison, Ukniine's Gl >l' grew' by 
2.7% over the same period. This vobtiHty is not 5urpri.sing 
given Donetsk's economic dependence on commodities 
production, so that growth is tightly linked to global 
demand conditions and is therefore vulner.iblc. 

Donetsk enjoys exceptionally low unemployment, 
boasting a rate of I at the end of 2006. down bom 
3.4% in 2(1011. the low est in Ukraine. 

Donetsk ranks 7th out of 12 oblasts in the regional 
ranking of the Global Competitiveness Index. Its score 
of 4.07 is essentially the same as the Ukrainian average. 
By international standards, this puts Donetsk at 74th 
p<viition, immediately after Vietnam. This modest pertbrmance 
is at odds with its position as the second richest region of 
Ukraine, showing once more that commodity fuelled 
economic wealth is not necess;irily conducive to competi- 
tiveness. Donetsk as a region needs to address the many 
issues impinging on its competitiveness to achieve sustain- 
.ible growth in the medium term. The erratic path of the 
region's CJRP reveals that Donetsk's grow th is highly 
dependent on the international economic environment. 

Looking at the siibindex level, Donetsk's performance 
is in line with the Ukrainian average in two out of the 
three stibinde.\es (liasic reciuiivments and ellkicncy 
enhancers), but underpcrf'orms in the third (inno\'ation 
and sophistication factors). 

Donetsk is assessed in the middle of the regional 
ranking at 6th in the basic requirements subindex, which 
regroups the institutions, infrastructure, macrocconomic 
stabihty, and health and primary education pillars. This 
.average rank dissimulates a very mi.\ed performance 
within this subindex. On the positive side, the region 
does relatively svell on the quaUty of its institutions, in 
second place behind Zakarpattya among the 12 regions. 
Yet, as highlighted in Chapter 3, Ukraine as a country 
fares rather pooiiy in this dimension of the GCI. In this 
context, Donetsk's performance is not cause for much 
celebration, as demonstrated by its overall low rank of 
8Sth. w liicli places the region at the s.iiiie level as the 
Philippines. 

A more notable relative strength in this subindex is 
the quality of Donetsk's infr.istructiirc (sec Figure 4.17). 
Ill the iiilristructure pillar, Donetsk ranks third among 
the 1 2 regions, behind Kyiv and Dnipropctrovsk, two 
regions that are in a league of their ow n. Donetsk's 
performance is similar to Pakistan's and Poland's in this 
area. On a more negative note, high inflation in particiikir 
contributes to Donetsk's low ranking in the macrocco- 
nomic pillar (lOth nationally). .More worrisome and of 
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Figure 4.17 Donetsk's performance in the 12 pillars of competitiveness 
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Figure 4.1S The most problematic factors for doing business in Donetsk 
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particular conccrrt is the performance in the health and 
primary education pillar. The high infant nmrtaUty rale, 
high tuberculosis incidence and low primary education 
enrohiient pLice Donetsk last of all Ukrainian regions, 
and 99th overall, behind Monijolij and Kazakhstan, and 
just ahead of the Kyr^y? Ropiiblii (liHitli). 

In the second subindex covering the efficiency enhancing 
factors. Donetsk ranks 7th. in hne with Ukraine's average. 
Zakarpattya (4.2) is the only region in the top 5H. on a 
par with many EU accession countries, notably Poland, 
Lithuania, Cyprus and Latvia. Several other regions, 
including Donetsk, cluster around the 7iith rank. I'>oneCsks 
pertorniance across the pilLirs of thus subindex is uiie\'en. 

With a score of 4. 1 , Donetsk ranks a respectable 
64th. within the top half of all countries and regions, in 
the higher education .ind training pillar, on a par with 



Romania. Because Ukraine as a country is relatively 
strong in this category (59th). Donetsk is only yth in the 
regional ranking, topped by Dnipropetro\'sk. I>onctsk 
posts an impressive score of 5.4 for the quality of scientiGc 
education, placing it on a par with lapan. But it is last in 
Ukraine and 1 14th overall, for the prev.ileni. e of the 
Internet in schools. Donetsk is second to la.st in Ukraine, 
or 123rd overall, for the extent of on-the-job training. 

With regard to goods market efficiency, the situation 
is somewhat different. L')onetsk does well in the regional 
ranking (3rd), but it only ranks 79th internationally, given 
that this is not an area of strength for Ukraine more 
generally. This puts Donetsk at the level ot Azerbaijan 
and Egypt. It positively stands out for the level of 
customer orientation (1st in Ukraine, 33th overall). But 
this is an cxfeption. On all other goods market indicators. 
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j|(li<.>ii|;li tuiisistciilly pLicccI 111 the tup li.ill ot iIk- rvgn-nul 
ranking, its pertbrmancc is vcr\' mediocre by international 
st.nKl.ird». Of particular concern are barriers to trade. Even 
though tmdc barriers arc essentially the consequence of 
the central goveriunent s trade policy, they seem to affect 
the regions differently. With a score of 2.4, Donetsk is at 
the absolute bottom (134th) of the international ranking 
with regard to the negative eflccts of trade barriers. 

On labor market efficiency. r>onetsk s performance is 
particubrly mediocre. It is positioned last in Ukraine 
and l()3rd in the international ranking, at a similar level 
as India. Looking in detail. Donetsk is ranked last in 
three of the six indicators for which regional data exists, 
namely the quality of relations bet\vccn employers and 
employees (I28tfa overall), hiring and firing pr.icrices (K^ith). 
and brain drain (12nth). Furthermore, it ranks second to 
List (70th overall) with regard to tiie relationship between 
pay and productivity. As for the reliance on professional 
management. Donetsk ranks 9th in Ukraine and 1 15th 
overall. The positive note comes Irom the relatively fle.vjble 
process of wage determination, despite the high concen- 
tiation of unionized large steel and coal enterprises. Its score 
of 5.5, .ibovc Ukraine's average (5.4), puts Donetsk .it the 
level of China on this aspect of labor market efficiency. 

The obUst's financial market sophistication offers a 
more optimistic picture. Its ovenll rank of 52 (3rd in 
Ukraine) is Donetsk's highest across all pillars. The region 
consistently outperforms Ukraine's average in the five 
indicators for which regional data exists. Although by no 
means world cLiss, access to the equity market (2nd in 
Ukraine, 69th overall), bank loans (2nd, 51st) and venture 
capital (2nd, 44tli), appear not to be a major concern for 
the business community. However, the banking system is 
still perceived as underdeveloped and not particularly 
sound, as demonstrated by Donetsk's low 1 14th rank in 
this dimension, placing the region on a par with countries 
such as Mozambique. 

The situation is gloomier when considering Donetsk's 
technological readiness. The oblast ranks lOlst with a 
very low score of 2.5 out of 7, the same as Macedonia. 
This is a problem throughout Ukraine, with the country's 
best performer, Kyiv, also faring poorly with a mediocre 
score of 2.7, far behind the EU Accession 12 avenige (4.0). 

In the third subindex of the GCI that regroups the 
business sophistication and innovation pilLirs. Donetsk posts 
particularly disappointing results. It ranks 1 1th (out of 12) 
in this dimension, only ahead ul Clierkasy. From an inter- 
national pen^vcctivc, this corresponds to a rank of 93, placing 
Donetsk at the same level as Madagascar and Uruguay. 

In the business sopbisrication pillar, Donetsk is 12th 
within Ukraine, and »>vcr.ill. at the level of Kherson, 
as well as Ecuador and Uruguay. It also ranks bst in 3 of 
the 9 indicators making up this category and performs 
poorly on all others. The quantity of local supphers is 
rated very poorly. At lOIst, Donetsk benefits from many 
fewer local suppliers than the leading region Zakarpattya, 
which ranks 35th. Even worse is the perceived lack of 



quality of lov-al suppliers (1 \ 'HU). Donetsk also is assessed 
as basing its competitive advantage on much more basic 
qualities than tlie rest of Ukraine, wliich is not surprising 
given the structure of Donetsk's economy. 

With ivgaal to the capacity to innovate, with its score 
of 3.0, Donetsk ranks 9th in Ukraine, and well behind 
Dnipropetrovsk. which leads the way with a score of 
3.5. In international comparison, the region is ranked 
H9th. on a par with Macedonia. Donetsk ranks l<>3rd 
overall in terms of company spending on R&D and li)5th 
for the quaUry of the collaboration between universities 
and the private sector. The government is certainly 
not perceived .ts leading the w.»y in terms of its own 
procurement of advanced technologies, shown by the 
low rank of 1 10 in this dimension, at the level of 
Bangbdesh and well behind Ukraine's top performer, 
Zakarpattya (with a score of 4.2, ranked 32iid overall). 

However, despite the unfavorable environment, 
companies in Donetsk maintain a capacity to innovate. 
This is not only true for Donetsk - ranked 52nd overall 
in this dimension - but also for Ukraine in general (4Sth 
overall). However, without making iinpruvetnents in the 
areas described, this capacity is likely to erode over time. 

4.5 The performance of western regions 

The western parts of Ukraine had a shorter history of 
Soviet rule, a tradition of private farming and a more pro- 
Western outlook than the rest of the country. Agriculture 
accounts tor almost one-third of the regional economy. 
Shaivd boalers with I'olaiid. Hungary, the Slovak Kepublic 
and Romania offer the promise of closer trade tics with the 
European Union. However, local leaders have nationalist 
leaning, and their su5f»icion of tikcov-ers by Poli.sh or Ru»dan 
investors have slowed the FDl inflow from neighboring 
countries. The economy is dominated by the service sector 
taking advantage of higher labor market efficiency despite 
meager hou.schold incomes and high unemploymeiiLThe 
western regions grouping in this study includes the Lviv. 
Zakarpattya and Khiiielnytsky oblasts. 

Lviv Rank: 4 



Highliyhls 

• Lviv ranks first nationalty in terins of macrDeconomlc stability, and 
second for the qiialrtv ot its higher education system. 

• Lviv boasts an above-average insttutional framework, and business 
sophistication and innovation capacity is higher than in the rest ol 
the country 

• One area of particular concern is ttte efficiency of the rogional 
labor market, which sutlers from an inefficient use of talent 

• Corruption is considered ttie most problematic factor for doing 
business. 



With a population of 2.8 million — 5.3% of the total 
population of Ukraine - the l viv oblast, located in the 
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Figure 4,13 Lviv's performance in the 12 pillars of competitiveness 
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Figure 4.20 The most problematic factors for doing business in Lviv 
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west at the Polish b<irdcr, .iccounts for .'^.9% of Ukrainian 
GDI'. IVr capita GKl' in Lviv aiiiouins to UAH f>.657. 
about 3(f?h l>elo\v the Ukrainian average, and the oblast 
conlribiiles 3.9'/* of Ukraine's GDRThc local economy 
is structuR'd around mechanical enginecriiif;, the pctro- 
clietiiical industry, construcliun materials, cellulose paper 
and printing industries, as well as food processing. 
Sitnibr to some other regions. Lviv's growth performance 
since the beginning of the decade has been erratic. 
However, between 2002 and 2005 the region registered a 
fairly high GRP average growth rate of 6.7*% per annum." 

.Mthoiigh Lviv is less wealthy than Ukraine on average, 
in terms of its overall conipetitivenes.v it ranks above the 
Ukrainian average. Among the 134 countries and regions 
covered by the study, Lviv ranks a relatively high 63rd, 
right behind Russia and ahead of Greece. 



With its above-average score, Lviv h.vs a number of 
strengilu coinpaied to tlie ixfst of the country. An over\'iew 
of the oblast's performance on the GCI is shown in 
f'iguie 4. 19. On tlie institutions and infrastructure pillars of 
the GCI, its performance is conipar.iblc to the Ukrainian 
mean. However, the overall results mask some dit^e^ence^ 
with respect to the quality of public institutions. Interestingly, 
businesives in the oblast assess corruption as a more serious 
problem than in Ukraine on average, btit at the same 
time they lind politicians more trustworthy and less 
prone to favoritism. Moreover, government spending is 
considered less wasteful and regiiLition less burdensome 
in Lviv, and the judiciary more independent. Ghallenges 
remain with respect to inefficiencies in the legal frame- 
work to resolve disputes and a lack of transparency of 
government policymaking. 
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1 hanks a lusvcr iiillatioii iMe, ' Lviv outpciluriii!) 
the nation on average in terms of nwcroeconoiiiic stibility, 
despite a sliglitly liigher interest rate spread (t)ie ditTereiice 
between the lending and the borrowing rate) than the 
tiatiotKil average. 

With respect to health and primary education, Lviv 
ranks 77th in the entire sample of 134 countries and 
regions, at the level of Peru. At 87.8%, net primarv' 
ennihnent is sliglihly lower in Lviv than in Ukraine on 
average, where only 88.5% of children attend primary 
school. Similarly, thanks to Lviv's tradition as a university 
city, higher education aUo stands out as above average. 
Businesses also .vsscss the quality of education in Lviv as 
higher than on average. Lviv ranks .i4th in the entire 
sample, while Ukraine reaches only the 71st position on 
this indicator.Thc overall educational system is considered 
more attuned to the needs of a competitive economy, 
and the quality of management schoob is assessed as the 
best in the country, at 6.Sth position. 

The region s goods and financial markets dispby 
similar levels of efFic ieiicy as the national average, with 
only small variations on individual variables. Competition 
is considered to be a bit less intense in Lviv, markets au- 
to a lesser e.xtent dominated by a few companies, and 
taxation - an important challenge tor Uknunc's bu.sincsics — 
is considered less burdensome. At the same time, demand 
conditions arc less demanding than on average, with less 
sophisticated buyers and less customer orientation on 
the part of companies. The region ranks 6*>th on the 
fmancial markets sophistication pillar, ahead of Greece 
and Bulgaria and slightly above the national position. 
The fmancial sector could contribute to the regions 
competitiveness by boosting the sophistication of its 
products and services, 

Lviv's bbor market is slightly less eHicient than 
Ukraine's, While the market is fairly flexible, the region 
uses its available talent less eiliciently. In particular, the 
brain drain, where Lviv ranks *>7th, is considered to be a 
more serious problem than in other parts ot the country 
(rank 83). The geographical proximity to the European 
Union certainly e.vacerbates the problem compared to 
other regions. This is reflected in the negative migration 
balance of the obList in 2l l06, aldioiigli hllle oflicial 
migration has been registered."' Interestingly, registered 
unemployment declined between 2001 and 2(K)6 from 
6% to 2.7, potentially reflecting unofficial temporary 
migration from the region. 

The proximity to the European Union may also 
provide an explanation for the region's relatively 
better abihty to adopt technology from abroad. 
The latest technologies are more available and firms 
absorb foreign technologies more easily than in other 
regions. This is certainly related to the large amount 
of FDI that has poured into car manufacturing plants 
in this region, although the overall per capita inflows 
of FDI still remained below the Ukrainian average 
in 2006.' 



liusincss pracucesi m Lviv rate above the average; 
clusters are comparably well developed, with more local 
suppliers providing producers easier access to suppUes, 
As a imiversity centre with a long tradition, it is not 
stirprising that the oblast is more innovative than the 
national average. This can be attributed to competitive 
advantages stich as the better availability of scientists and 
engineers (rank 43 as opposed to 80 for Ukraine), and 
the generally higher quality of research institutions (44th 
as apposed to 56th for Ukraine as a whole). 

When asked to assess the most problematic factors 
for doing business (see Figure 4.20), business leaders 
consider corruption as the key obstacle. It receives 
18.2% of the responses, as opposed to 12.5% for 
Ukraine as a whole. Tax regulations and policy instability, 
as well as access to finance are also considered serious 
impediments. 

Zakarpattya Rank: 3 



Highlights 

• Although ranked fairly low by international standards, the region 
tops the national ranking for the quality of its institutions and ranks 
first within Ukraine for the elliciency of its labor market and the 
sophistication of its businesses 

• The development of infrastructure represents the main weakness, 
ranking 7th among Ukraine's regions and with a score below the 
national average. 

• Access to financing, policy instability and tax regulations are the 
three most problematic factors for doing business. 



Zakarpattya is one of the poorest regions in Ukraine, 
yet since the beginning of the decade it has e.xperienced 
above-average economic growth. With a population of 
1.2 million — accounting fur 2.7''o of the total - and 
GRP per capita of UAI 1 5,373, it contributes only 
1.5% of total Ukrainian GDP. Following a boom period 
\\ ith .ivcrage growth hovering above the national average 
ber\veen 2002 and 2(H>5 amounting to 8,2% per annum, 
in 2005, the economy contracted by 1,5%, The local 
economy is primarily strtictured around timber 
processing, chemicals, light industry, recreation and 
tourism. 

Despite its low per capita income, Zakarpattya 
comes ill third in terms of competitiveness among the 
12 regions assessed, occupying a relatively high 57th 
rank among the 134 countries ,iiid n gums in the fiill 
sample, outperforming both Turkey and Russia, The 
region has some pronounced strengths that contribute 
to this good assessment, topping the Ukrainian regional 
rankings on a number of pillars and variables. 

An overview of 2^karpattya's competitiveness perform- 
ance is presented in FiguR- 4.21. The rcLirivcly efficient and 
tratiNpaR-nt public institutions represent a purticuLir strength. 
In the instinitions pilLir, the region scores significandy better 
than the national average. 76th in tlie overall sample compared 
with the iMSth rank occupied by Ukraine. In particular 
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Figure 4.21 Zakarpattya's performance in the 12 pillars of competitiveness 



Zakarpattya O Ukraine average □ Best performing country 
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Figure 4.22 The most problematic factors for doing business in Zakarpattya 
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with respect to the protection of property rights, both 
physical .imi intellectual, the region scores signific.intly 
better than the national average. In addition, factors related 
to the efficiency of goveriiiiieiit. such as the transparency 
of policymaking;, the burden of regulations, and the 
w.ntcfiilncs.s of spending receive a better assessment than 
the national average, as does the overall security situation. 
In terms of security, police services are more reliable and 
crime and violence are less costly to business than in 
other parts of the country. Zakarpattya is consistently 
the best performing region on the indicators rebted to 
security. 

However, despite its important role as transit region 
for goods transported from the EU to the country's 
centre and the Caucasus, infrastructure is underdeveloped. 
The quality of mads, already a.i55e«!cd as poor in Ukraine 



as a whole, is below these standards. It ranks at the level 
ofTinior-Lcstc, one of the worst performers in the entire 
sample. Also, telephone infra.structurc is less de\'clopcd 
than in other parts of Ukraine, 

Zakarpattya performs sUghtly better than the average 
in terms of inacroeconomic stability, and hcaltii and 
primary education. Crimary enrohiient is higher than in 
Ukraine overall and HIV and nibcrculosis h.ivc a weaker 
impact on business. But the quantity and quality of 
higher education and training arc slightly above avcf.-»gc. 

Zakarpattya displays the most efficient goods markets 
among the 1 2 Ukrainian regions, where it ranks a high 
45lh out of 134 countries/regions, as compared to a low 
rank of 88 for Ukraine on average. Zakarpattya's goods 
markets are rated as more efficient than Hungary's overall, 
and on specific indicators, the oblast h.is resulct comparable 
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Willi tliosc obuiiied for much more dtvcluped ccuiiuiiiie<>. 
For example, in terms of the intensity of local compe- 
liiioti. Zakurpatiya achieves a score of 5.7, which 
corresponds to n I Sth rank overall, right ahead of 
France. The rcgitms executives also consider regulations 
relating to FDI less restrictive and FDI more prevalent. 
This is likely rebted to the currently suspended special 
economic zone created in 1998, which attracted large 
amounts of FDI. 

With respect to the efficiency' of bbor and financial 
markets, the ivgioii also places above the Ukrainian average, 
coming in at 45th and 5 1st as opposed to 63rd and 68th 
for Ukraine, respectively. The good asscssnient of labor 
market cfKciency is mirrored by the positive development 
in terms of employment in the region. Ber\\'eeH 2001 
and 2007, the registered unemployment rate declined 
significantly, from 6 to 2-8%. This decline was even more 
marked in Zakarpattya than in Ukraine on avenge. 

Technological readiness in the Zakarpattx'a obl.ist is 
roughly in line with the overall national average. While 
the region s performance in terms of the number of 
personal computers lags behind, this is offset by the 
perception of the business community that the latest 
technologies are more widely awiilable. 

In terms of business sophistication and inno\'ation, 
ZaLirpattya outperiunns the national average by a narrow 
margin. Business Icidcrs judge the quantity' and quality 
of local suppliers as being above the national average. 
They also assess production processes and marketing as 
more developed than the average. Hovvever, the region 
is assessed as producing goods lower on the value chain 
than in other parts of Ukraine. 

When asked to name and rate the most problematic 
factors for doing business, executives from Zakarpattya 
e.vpress a slightly dilVcrent opinion than the Ukrainian 
average. They view access to finance, followed by pohcy 
instability, tax regulations and corruption as the must 
serious impediments to doing business, as shown in 
Figure 4.22. 

Khmelnytsky Rank 5 



Highlights 

• The region's performance is largely in line vvitti Ukraine's average 
across the pillars 

• Khmelnytskv ranks above Ukraine's average in three categories 
quality of institutions (although low by international stanijaids), 
health and primary education, and labor market efficiency. 

• Although ranked 5th nationally, its level of technological readiness 
is very {cm, putting the region on a par with Albania and Nigeria 

• Tax regulations, policy instability and corruption are the most 
important problematic factors for doing business 



With a population of 1.3 milUon, and GRP per capita 
of U.M-l 5,764, Khmelnytsky contributes approximately 
1.8% of Ukraine's GDP. Between 2002 and 2005. 
Khmelnytsky grew by 8°» per annum. The oblast's 



economy is structured around uiecliaaical engineering 
and metil processing, power generation, food and beverage 
and other light industry.' Growth in recent years was 
mainly based on the expansion of industrial output, 
moving away from agricultural production. 

Khmelnytsky outperforms the Ukrainian average in the 
overall sample by a narrow mai^gin and with » score of 4.10. 
it ranks 69th, just ahead of Brazil, and behind Costa Rica. 
Among tlie 12 regions assessed in this study.it ranks 5th. 

Khiuclnytsky's performance on the 12 pillars of 
competitiveness brgely mirrors the country's average 
scores, as shown in Figure 4.23. Institutions are assessed 
.IS somewhat more efficient by business le.iders from 
Khemlnytsky than in Ukraine on .ivcrage. Here, the 
region ranks 94th compared with a ranking of 108 for 
Ukraine in a sample of 134 countries and regions. 
Business leaders in the region have more positive views 
about the poUtical class. They find that pohticians are 
more trustworthy and the public administration less 
corrupt. Moreover, government spending is considered 
more efficient and government officials less prone to 
favoritism when deciding on policies and contracts. 
On the other hand, the security environment receives 
a worse assessment than the regional .iverage. hmitiiig 
potential business development possibilities more than 
in Ukraine on average. 

Infr.isfructurc is slightly below national standards. 
Kliiiieltiyisky ranks 79th, between Kaz<ikhsiaii and Sri 
Lanka in the global ranking of 1 34 countries and regions, 
compared with Ukraine's higher ranking of 76th, The 
lower quahty of railroads, air transport infrastructure, and 
electricity supply contribute to this result, as does the 
less developed network of fixed telephone lines. 

The regiot) is very much in line with the national 
average with respect to macroeconomic stability, and 
health and primary education, as well .is higher education, 
in terms of education, the significantly lower assessment 
of the quahty of education is noteworthy, both in terms 
of overall education, but also in terms of specific aspects, 
such as math, science and management training. Ranked 
75th, Khmelnytsky conies in at the level of El Salvador 
in terms of quality of education. 

In this ratlier agrarian oblast, goods iiuirkets aiv also 
in line with the overall national assessment, yet with 
s<.>ine diflerences in the details. Overall local competition 
is perceived as more intense in the region, and market 
dominance less pervasive than in Ukraine on avemge. 
The region presently is of little interest to foreign investors, 
due to Its largely agricultural structure. In 2006, just 
US$ 28.4 million was invested in Khmelnytsky (the overall 
f=l)l for Ukraine in 2006 amounted to USS 4,278 million*') 
.md foreign ownership is less prevalent than the national 
average. The lower dynamism of the business sector is 
also reflected in the slightly lower business creation than 
average in Ukraine. In 2006, 1.3 enterprises were created 
per 1,000 inhabitants in Ukraine, but only I.I were set 
up in Khmelnytsky.^' 
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Figure 4.23 Khmelnytsky's performance in the 12 pillars of competitiveness 
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Figure 4.24 The most problematic factors for doing business in Khmelnytsky 
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Uiiliki' ill otlier western regions of the coiititry. the 
unentployinent rate has sugiutcii since the beginning ot 
the decade. This trend is reflected in the more ri^d bbor 
ni.irkec, mainly with rCTpcet to hiring and firing pncticcs 
and the flexibility of w.ige determination. Interestingly, 
executives h.ivc a more positive view on the effect of" 
the brain drain on the country's businesses. This is con- 
firmed by 2006 migration data, which shows that emi- 
gration and immigration have more or less evened out. 

Although Khmelnytsky ranks below the Ukrainian 
average with respect to financial market sophistication, 
the ovcntU assessment remains reasonable, in line with 
the region's overall rank. The significantly easier access 
to loans stands out (66th position overall), but is ofEel 
by a weaker assessment of the soundness of banks, 
ranked a low 127th. 



With a ranking of *>3, technological readiness in 
the region is low, but still above the Ukrainian average, 
it is noteworthy (hat Litest technologies are considered 
less .wailable than on average, which is reflected in the 
lower penetration of personal computers of 2.6 per 
lliti inhabitants, compared to the national average of 
3.8 per 1(H). The best performer among the regions 
assessed. Kyiv, has a significantly higher penetration rate 
of 13.5 per l,0(Mi, Given the predominantly .igricullLiral 
structure of the region's economy, and the lower lex'cls 
of incoming FDI. this is abo to a lesser extent a source 
of technology transfer (ranked 1 1 1th), below Ukraine's 
average. 

Khmelnytsky's companies demonstrate lower levels 
of innovation than the national average. With respect to 
business sophistication, although the overall assessment is 
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ill line witl) iuHoiliI scores, die lucil suppliers are ra(eJ 
as of lower qiinlit)' rlwn in Ukrniiie on iiver.ige, .is well 
as production process sopliiscicalioii and tile extent of 
marketing in the region. As rcg.inds iiinovncinn, Khnielnytsfcy 
ranks 8Hth as opposed to a 77tli position for Ukraine. 
With J score of 3.0, the region ranks between Mali and 
Macedonia. This poor ass«ssment mirrors the significantly 
lower than average quality of scientific research instinirions 
and overall low capacity for innovation. In p.irtitiilar. 
scientists and engineers are less available in Khnielnytsky 
than in other parts of the country, ranked lii2nd compared 
with a significandy higher SUth rank lor Ukraine as a whoW, 
and significantly higher in individual regions. This is also 
retlcctcd in the low number of research institutions actiw 
in the region - only six out of 1 .452 active research 
institutions were located in Khnielnytsky in 2006." 

In terms of the most probieiiiatic factors for doing 
business, the business coiiiiiiuiiity identified tax regulations 
as the most important, followed by policy instabiht\' and 
corruption (see Figure 4.24). .Access to finance is identified 
as the fourth most important factor, accounting for 1 1 
of responses compared with 9.7 at the national level. 

4.6 Competitiveness performance 
of southern regions 

The economy of the souchern grouping, which in this 
study includes the Autonomous Republic of Crimea 
and the Kherson oblast. is dominated by agriculture and 
services sectors that h.ivc been evolving rather sluggishly. 
Ill addition, the mech.inical engineering and construc- 
tion sectors, which account tur a large share ot industrial 
output, have contracted sharply since the onset of transi- 
tion. The bustling Black Sea ports in the south provide 
interesting opportunities for investors. However, .i lack 
of transparency coupled with government favoritism 
hinders companies' investments into freight terminals. 
The interest ol investors h.is also been dampened by 
corruption-pronc inspections. 

Crimea Rank: 9 



Highlights 

• Weak performance in infmstnictiire and health and primary 
education caiUributes to Cnmsa's luw overall ranking. 

• Macroeconomic stability is largely in line with the national 

average, as is the quality of institutions. 

• Room lor improvement exists with respact to the efficiency of 
goods, labor and hnancial markets, 

• Policy instability is considered ttie most problematic factor for 

doing business. 



With GRP per capit.i of U.M4 6,460. the Autonomous 
Republic ofOiinca (Crimea) produces 2.9% of Ukraine's 
tot.il GDP. With 2 million inhabitants. Crimea is home 



to 4.2% of Ukraine's population. I he economy is mainly 
structured around agriculture, healthcare and tourism. 
The main sectors include tood production, chemicals, 
mechanical engineering and niciallui^', .is well as 
hydrocarbon pwcessiiig. The sea rest>rt ,iiid health centers 
that make up the peninsula's recreation inlr.istriicture have 
benefited from the clement, partly subtropical, maritime 
climate and generous funding during Soviet times, but 
are now in need of upgrading and iiiodertiization. The 
territory's economy over the four-year period of 2002 
to 2005 experienced (>^)% growth per aniuim.'^ 

In the regional Glob.il Competitiveness Indc.\. Crimea 
ranks 'Jth among the 12 regions of Ukraine. With a score 
of .^.99, C'rimea ranks 81st in the international ranking, 
behind the Phihppines and Romania. Crimea's score is 
also below Ukraine's average of 4.1. The performance of 
Crimea is mediocre .icross the three subindexes of the 
GCI. Looking at the pilbr level (see Figure 4.25). the 
region appears only once in the top half of the regional 
ranking, ranked 6th lor business sophistication. It receives 
particularly low scores in terms of tinancial market 
sophistication (12th within Ukraine), innovation (11th) 
and technologicil readiness (1 1th). 

In the institutions pillar. Crimea achieves a very 
modest score of J?.1 corresponding to the Hi.Sth position 
ill the international ranking, on a par w ith Macedonia and 
M»)ldova. In half of the indicators, Oiiiiea ranks below 
the lOiith mark. The only positive aspect in this othensise 
poor .tsscssment is the relative impartiality' of government 
ofTicials in their dealings with the public. Crimea ranks 
first in Ukraine and 41st overall in this indicator. Yet this 
does not mean that corruption is not a pn.>bleiii in the 
region. Diwrsion of public funds due to corruption is 
frequent (9th in Ukraine, 91st overalO. the trust in 
politicians ciscntially non-e.\istent (Hth, 104th). and the 
political processes is rather opaque (7th, 1 15th). 
Furthermore, the business community in Crimea places 
corruption second in the list of the most prt>bletiiatic 
factors tor conducting business, after policy instability 
(see Figure 4.26). .^nother area of major concern is the 
protection of property rights. Crimea ranks 1 lib in 
Ukraine, and l2.Vd overall, at the level of Bolivia on this 
indicator. .Arbitrary land seizure by the growing number 
of returning Crimean Tatars deported by Soviet leaders 
certainly contributes to the negative perception of 
propcrn' rights enforcement. Government regulation is 
overly burdenstmie, at 9th in Ukraine. 122iid overall, on 
a par with Russia. .As for the quaKty of private institutions, 
the second component of this pillar. Crimea is assessed 
poorly with an overall rank of 1 2 1 , although the score 
remains above Ukraine's avenge. 

With regard to infr-istructure, Crimea ranks 9th 
among Ukraine's regions and X2ik1 overall, at the level of 
Kazakhstan. Road infr-i-structiire reni.iins underdeveloped. 
With a score of 1 .*>, Crimea places 1 l*>th. at the level of the 
Kyrg\'7 Republic, .■Mbania, Bolivia and P.ir.aguay.Thc cities 
of\'alta. Feodosiya. Kerch. Sevastiipol. Cluirnoniorske 
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Figure 47S Crimea's performance in the 12 pillars of competitiveness 



Crimea O Ukraine average □ Best performing country 
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Figure 4.26 The most problematic factors for doing business in Crimea 
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and Eupatoria arc all connected to major sea routes, howeveii 
Crimea ranks only 'Jlst (jnth m Ukrninc) for the qu.iliry 
of port infTa.structure. On a slightly more positive note, 
the region does better (3.H) than Kyiv (3, -4) in ternts of 
the qiialitv of the air transport infrastructure, and at 86th 
ranks at the level of the Slovak Republic. 

In the inacroecunoniic scabihty pillar, Crimea ranks 
Mist overall. In the two indicators for which regional 
data is used instead of national figures - inflation and 
interest rate spn'ad - Crimea ranks very low. but is 
roughly in line with the national average. Crimea ranks 
S.^rd overall for health and primary education, just 
behind Romania (7yth).and ahead of Russia (86th). 

Like Ukraine in general, Crimea rcccK'cs relatively 
good marks tor higher education and training in the 
region. Its score (4.1) is almost the same as Ukraine's 



average (4.2), placing Crimea in 8th position among 
regions, and 63rd overall, at the level of Romania. As 
highlighted in Chapter 3, Ukraine exhibits very high 
enrolment rates, but the qualir^' of education is deficient. 
Crimea is no exception. It ranks 87th when it comes to 
the general t]iiahty of education, which is lower than 
Ukraine's average. On the indicator measuring whether 
the educational system meets the needs of a competitive 
economy, Crimea ranks second to last in Ukraine and 
78th overall, a notch behind Moldova. 

The situation is even bleaker as to the elHciency of 
the goods, labor and financial markets. Crimea ranks 
97th for its goods market etriciency. In particukir. the 
level of competition is reLiti\'cly weak in international 
comparison. With a score of 4.2 (l()6th overall) it stands 
at complete odds not only with Ukraine's best-pcrfi>rming 



The Ukralrw Competitiveness Report 2008 © 2008 World Econonnic Forum 



Zakarp.ittya (5.7), but also with tlie country's avcrjj;c 
(4.7). Even more worriwmc is the extent and adverse 
etrect of ta-vation (1 l*>tli) wliieh. acconling to the busineits 
coniniunicy deters both work and investment. 

Further room for iniprt>vcnients exists witli respect 
to labor market efficiency. Oiniea ranks 75th overall in 
this area, on a par with the Kyrg>'Z Republic, with a score 
equal to Ukraine's a\'ciagc (4.2) and slightly behind leading 
Hiiipr<.>petmvsk (4.4), Among the weaknesses. Crimea 
ranks last in Ukraine and 78th overall with respect to 
the relationship between pay and productivity, which is 
deemed wxrak. It is also a Li^anl with regard to the lle.xibility 
of the wage setting process. On the positive side, it does 
very well in terms of the case of hiring and tiring procedures, 
ranking second behind Cherkasy and 1 2th overall. 

Crimea lags sjgnificMndy with respect to financial market 
sophistication. The obList ranks a nick bottom 12th within 
Ukraine and 93ni overall, just behind Moldova and ahead 
of Burkina Paso. Underpinning this poor performance is the 
low sophistication of the financial sector (last in Ukraine. 
lii(>th overall) and weaknesses ni the banking system (last 
in Ukraine and 132nd overall on .i par with China). Although 
tanked 5th in Ukraine with respect to acccw to credit, Crimea 
still does modestly by international standards in this area. 

In terms of technological readiness Oinica ranks 
IHTih overall uiili a very low score of 2.4. This is the 
region's lowest position across all the pillars of the CCI. 
It corresponds to the level of Moldova and several African 
countries. On the indicitors for which regional data is 
a\'aiLible, Crimea consistently underperfonns, or merely 
matches Ukraine's average, although it is not too far 
behind Ukraine's overall score (2.<>) or that of the best 
performer Kyiv (2.8). This is due to the extremely poor 
level of technology penetration and usage in the country 
as a w hole. In Crimea, the latest technologies arc mostly 
un.ivailable (ranked 1 15th), and w hen they arc, firms are 
slow to adopt them (1 18th). Only little technology transt'er 
occurs through Fl>l (1 3 1st). The personal computer 
penetration rate - the onlv hard data indicator available 
at the regional level - is just 3.1 per lOii inhabitants, 
compared with 3.8 per 1(K) for Ukraine as a w hole, 
which corresponds to Fgypc and Sri Lanka. 

The last subiiide.x of the GCl measures the level of 
business sophisricarion and innorarion capacity. In the 
subinde.x. Crimea ninks *>th among Ukraine's regions and 
9( ith internationally. Specifically for busines;; sophistication, 
Crimea ranks 8 1st, a siniikir score .is .Azerbaijan and 
Kazakhstan, in line with Ukraine's nation.il rank (79th). 
.A ni.yority of Ukraine's regions, including the city of Kyiv. 
are clustered around the Huth place in the international 
ranking, while Zakarpattya (57th), Sumy (63rd) and Lviv 
(7(lth) positively distinguish themselves. The sophisticati<in 
of business operations and strategies in Crimea is very 
hniitcd.The only notable strength is its rank of 39 for the 
State of cKister dewlopnient.The tourism cluster represents 
a unique opportunity- and Crimea should .iggrvssively pursue 
the development of this sector.'" Tourism is .i m.ijor source 



ofrevenue.it creates jobs tor bi.iih skilled and low skilled 
workers, and is a catalyst for the development of transport 
iiitrastructiire and the spread of new technologies. 

In the innov.ition pillar Crimea ranks second to last 
within the country and close to the lOOcli mark overall. 
The region's capacity to innovate is fairly low, ranked 78th 
compared with the reLirively good 48th rank for Ukraine 
as a whole. The weak innovative capacity mirrors lo\s-cr 
spending on RAM) by companies, as well as limited 
availability of scientists and engineers in the region. 

Crimean business leaders highlight policy instability 
as the key obstacle to doing business, followed by corrup- 
tion (see Figure 4.2fi). Corruption is assessed .is a more 
serious impediment than at the national les-cl, as is inflation, 
which comes in as the fourth most important obstacle. 

Kherson Rank: 11 



Highliglits 

• Klierson scores liigher tftan tlie national average only in terms of 
macroeconomic stability. 

• Of great concern is Kherson's dismal perforniance in ternis of tfie 
institutional environment, comparable to that of Zimbabvr/e. 

• Infrastructure development compares rather unfavorably to the 
rest of the country 

• Other major weaknesses are to be found in healtli and education, 
goods market elficiency, and technological readiness 

• Tax regulations and policy instability are the most problematic 
factors for doing business. 



With GRl' per capita of UAH 5.7 1 3, the Kherson obbist 
.iccouiiLs for 1.5% of Ukrainian (ini-", and 2.4%'" of 
Ukraine's popuLirion.The key sectors in the local econonjy 
arc energy and power, agriculture, food and beverage 
processing, engineering, steel met.illurgy. inaniit'actiiring 
equipment, and pulp and paper production. .Although in 
2005. the oblast experienced a downttirn and GRP 
contracted by almost l^ii, the four-year trend between 2itil2 
and 2II05 showed 4.'>''b economic grow th per .uinum. 

Kherson is ranked second to l.i.st among the 12 obLists, 
only ahead of Cherkasy. It ranks a low 9lsc within the 
GCl sample of 134 countries and regions, behind Uruguay 
and just ahead of Bosnia and Herzegovina. .An overview 
of the region's competitiveness perlbrmancc is shown in 
Figure 4.27. 

With respect to the quahty of institutions. Kherson 
ranks a very low 121st in the s.iinple of 134 countries 
■iiui regions. The low ranking on this pilbr significantly 
undermines the region's overall competitiveness because 
institutions are the backbone of an economic system. 
In Kherson, the challenges include very burdensome 
government regulations, which are not only the most 
onerous among the 12 regions, but also worldw ide, 
trailing behind several countries at a more b.i.sit level 
of development. In addition, government spending is 
considered very wasteful (ranked a low 129th on this 
indicator) and the traiLsparency of gm'emmcnt policA'tiiaking 
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Figure 4.27 Kherson's performance in the 12 pillars of competitrveness 
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Figure 4.2t The most problematic factors for doing business in Kherson 
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is lacking as compared to the entire sample (ranked 
129th). Therefore, it is hurdly a surprise chat trust in the 
financial honesty of politicians in this region is measurably 
lower ($cor« 1.4) than in Ukraine on average (score \ 
and in the best performing region, Sumy (score 2.f>). It 
is noteworthy th.n the security situation is considered 
more conducive to doing business th.in in the country- 
on average. For example, the police are considered to be 
more reliable in Kherson (88th rank) than in the country' 
in general, and this is condticive to less organized crime. 

Kherson's private institutions receive a worse assessment 
than in Ukraine on .ivcrage. floq^orate governance sundanis 
appear to be less strictly enforced in this region. Above 
all, business leaders assess their peers as behaving less 
ethically (rank 125) and auditing and accounting standards 
•IS not strictly enforced (122nd). 



Kherson ranks If'-^rd on the infT.istructurc pillar, 
which is a poor assessment if one considers that Ukraine 
achieves a better 76th position overall. This considerable 
difference can be traced to a significantly lower assessment 
on all categories of transport facilities, as well as power 
and tclecomnnntications infrastructure. On the qualitv' 
of overall infrajstructurc, Kherson ranks a low lOOth.Thc 
railway remains the best means of transportation (fOnd 
rank globally, comparable to Morocco), whereas the 
roads (1.8) ari" less well developed and maintained than 
in the country' on average (2.2). 

Kherson's health and primary education indicators 
stand out .is some of the country's lowest, resulting in a 
low rank on the overall pillar at *>4th. compared to 78th 
lor the country on average. Tuberculosis appears to be 
a significant problem in the region, .is the incidence is 
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cwice as luj;li in UkraiiU' un avcr-d^i- {20(i versus ')') 
cstscs per |0o,(HH> pt-oplc respectively) .iiid more than 
three times higher than thai registered in Poltava (66 
r.iscs per 100,000 people). Similarly, business executives 
expressed the view tluit HIV 'AIDS is having a stronger 
impact on their daily business than in other regions. 

On (he hi^er education and training piUar, educational 
outcomes are significantly below the country average in 
the overall pillar, as well as in all individual categories 
.vse^d-Thc quality ot education overall, but also in <q>ecitic 
areas such as management, and math and science are below 
national levels. I ligher education and training indicators 
alsii «ress little availabilirv" ot sjiecialired trainitig and research 
institutions (score of 2.9 in the oblast comparable with 
the Kyrg\'z Republic, versus Ukraine's national average 
ot 3.5) and iiisullicietit start tniining by the private sector 
(score of 2.4 in the obl.ist and .Vo in Ukrame on average). 

Feeble local competition (ranked IU9th). fairly 
concentrated markets, weak foreign ownership and low 
buyer sophistication are major challenges to improving 
the giKids market efficiency in Khei-son, which is currently 
ranked 1 1 5(h in the global sample of 1 34 countries and 
regions, behind Nicaragua and just ahead of Ethiopia. 
The low prevalence of foreign ow nership is particularly 
worrisome, .is Kherson is the weakest performer among 
the 12 regions included in this study. The FDl inflow iiiio 
the region in 2lH)6 was one of the lowest in Ukraine, 
amounting lo just USS 17 million.'" 

Kherson ranks 72nd in the global sample of 134 
countries and Ukraine's regions on labor market efficiency. 
Insutlicient cooperation in employer-employee rebtions 
and the lack ot prolessional nian.igenient are the key 
impedin>cnts to the oblast's competitiveness on this pillar. 
On a more positive note, wage determination is flexible, 
and salaries and wages arc related to employee produc- 
tivity ill this region. On the whole, however, talent is 
used leis etiiciently than in the rest of the country and 
there is a more severe brain drain problem. 

.^niong other areas to be further developed to 
Strengthen Kherson's competitiveness arc improving 
financial market efBciency and technological readiness. 
To a lesser extent given Ukraine's stage of development, 
business sopliisticalion and iiinovacion are also in need 
of improvement. In all of these areas, the oblast ranks 
slightly below the national average. In parlicubr, measures 
aimed .it furthering the capacity to adapt technologies 
and in I'l'-related network industries could signitkantly 
increase the region's technological readiness. The latest 
technologies are difficult Co obtain in Kherson and firms 
arc relatively reluctant or unable to absorb new tech- 
nologies. At the sinie time, given the overall low level 
of FDl, there is little tran.sfcr of technological know-how 
tlirtuiuli foreign investtnenr Given its lower tIKK it is 
unsurprising lh.it Kherson's ics'els ot business sophistication 
and innovation slightly lag behind the country as a 
whole in terms of both the overall subindcx and the 
individual indicators. 



in terms >.>t the key <.>bstacles to doing business, business 
leaders pointed to he.ivy tax regulations, policy and 
goveriiineiit instability, as well .is corruption, which is 
pres'alent in Ukraine .is a whole. In line \\ ith the pres'ious 
assessment related to the quahty of institutions, inetticient 
government bureaucracy is among the relatively more 
problematic factors (For flill results, see Figure 4,28). 

4.7 Conclusions 

This chapter has assessed the competitiveness of 12 
Ukrainian regions; Kyiv City, Sumy, Poltava, Vinnytsya, 
C'herkasy, l.viv, Zakarpattya, Khmclnytsky, Dnipropctrovsk, 
Donetsk, the Autonomous Republic of Crimea and 
Kherson. It benchmarks the regions among each other 
and against the Ukr.iinian national average, .is well .is with 
the 121 otlier countries covered by 7?ic GIoImI Cofiipflilhvttfss 
Rifiort 2006-2007. Thcac regions wierc selected to represent 
ditterent socio-economic, cultural and geographical 
striu tures in Ukraine. 

The analysis shows that although Ukraine's regions 
arc very diverse in terms of culture, economic structure 
and dynamism, the regions diverge to a lesser extent in 
terms of coiiipctitivcness as measured by the Cilobal 
Competitiveness Inde.x.Yet. differences persist. The best 
performing region, the city of Kyiv, is in the same league 
as the central hiiropeaii member states: the least competitive 
region. Cherk.isy, is comparable to countries with signif- 
icantly lower per capita income, such asArmeiiia, Sri 
Lanka and Pakistan. By relying in part on the Executive 
Opinion Survey, the results capture valuable perceptions 
of the business community in the 12 regions, as well .xs 
ditTerences in selected hard data indicators. The chapter 
is complemented by regional competitiveness profiles at 
the end of this report. 

The analysis is based un the methodology of the 
Global Competitiveness Index and describes the results 
for each region in detail. It highlights a number of 
intportaiit strengths and weaknesses for each of the 12 
categories assessed by this lnde.\. Although many of the 
policies affecting the oblasts arc decided at the national 
level, this assessment provides valuable regional competi- 
tiveness indicators for policymakers, which were 
unavailable until now. 

This chapter is the first analysis of this kind under- 
taken tor Ukraine's regions, thus lilhng an important gap 
with respect to the availability of data, in particukir on 
many of the qualitative factors atTecting the economic 
development of Ukraine's regions, such .»s the quality 
ol institutions and the educational system. At the s^ime 
time, this analysis provides valuable insight into each 
legion's strengths and weaknesses in the area of compet- 
itiveness. It can provide a first step towards identify ing 
challenges at the regional level that should be analysed 
by policymakers in more detail in order to identify appro- 
priate policy responses. 
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Notes 

1 When he was elected in 1999, Viktor YushdMnko became the first prime 
ministw to have spent much of his wortiing life in the western part of 
the country. 

2 The tenn oblasl refers to an administrative unt in some fonrter Soviet 
iBpiiblics. In this ripart. it is used intardiangiably with region. Ukraine 
it tubifvlded into 24 oblattt. one autonamaus nglott (Ctimaa). and two 
imndpafties with special status IKyiv and Sevastoool) The report coveis 
10 oblasts, the AutonDmous Republic of Crimea, plus the municipalitv of 
Kyiv (see Section 4.1 for details). 

3 Glo\viiry Urzad Statystycznv 2007. The wealtN est region is the voivodship 
Maiov^'ieckle and the poorest Podkarpackie All data is for 200&, the latest 
year available 

4 All data is far 2005, the latest year available. 

5 The concept of stages of davelopmeni reflects wage dfferences between 
countries as they mora up the development ladder Ahhough wage differ- 
ences within countnes exist, labor and capital mabihty ensure that 
these are evened out over the n>edium to longer term 

6 In tins Report, unless mentioned otherwise, Kyiv refers to the city- not 
the oblast. 

7 All figures for 2C05. Source; State Statistics Committee of Ukraine 2007 

8 Rgures are for 2006 Donetsk (4 6 miol, Dnipropetrovsk 13 4 mi oj, and 
Khaikiv 12 8 mm) are bigger The tatter is not i:averBd in this Report 

9 State Statistics Commltee of Ukraine 21X17 Data far TOOa was not available, 
to SeeSection31 for a dixission about ttie importance of the institulianspillai: 

1 1 Global Marketing System Gateway 200B. 

12 Slate Statistics Connnittee a< Ukraine 2007 

13 State Statistics Committee ol Ukraine 2007 

14 m 2003. 

15 10^2003 

16 State Statistics Committee of Ukraine 2007 

17 Global Mailteting System Gateway 200B. 

18 l^atketing litfomiaiian Database 2008. 

19 Marketing Infomialiim Database 2008. 

20 State Statstics Committee of Ukraine 2007 

21 State Statistics Comminee of Ukraine 2007 

22 Global Marketing System Gatetvay 2008 

23 State Statistics Committee of Ukraine 2007 

24 State Statistics Comminee of Ukraine 20O7. 

25 In l^bnsrv 2005. the Government revoked the 200Sltetional Privatization 
FVogramme BIN, wiIhdra'A-irg il from the Verkhavna Rada, and called on the 
Rrgsecutor General to re^iev/ the legality of pnvatiration on a case-by-case 
basil. The review covered more than 200 enterprises. 

26 Slate Stattslics Committee of Ukraine 2007 

27 State Statistics Committee of Ukraine 2007 

28 Although it is difficuit to explain the regional differences in inflation rates, 
we nevertheless included them into the calculation of tfie index, as ihe 
differences have proven to be significant. 

29 Slate Statistics Committee of Ukraine 2007 

30 State Statistics Committee of Ukraine 2007 

31 The unemptavmenl rate has been calculated as the ratio ol registered 
unempjayed to the average annual ivmber of the popuiatiofl of working 
age. It has la be noted that the unemployment laia for Ukraine aocontng 
to the internationally comparaMe methodology used by llw intemaliiinal 
Labour Organintion IILO) amounted to 74% in 2006, as eppoeed to 

2 7% aocordng to the national definition w« report for the regiora. 
Source: State Statistics Committee of Ukraine 2007. 

32 Global Marketing System Gateway 2008. 

33 State Statstics Committee of Ukraine 2007. 
34 
3S 
38 



37 Lihapier G iii this Report lor an in-depth analysis ol the performance 
of Ukraine in terms of Travel & Touisnn compedtiviness. 

3B Stale Statistics ComnuttM of Ukraine 2007. 

39 State Statistics Committee of Ukraine 2007. 
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1 he capacity tu gcia'cau- kiiuwk-dgc and integrate K into 
produf tioii processes and into everyday life is becoming 
increasingly ceniral in countries' elToris to boost competi- 
tiveness thereby ensuring sustained growth and prosperity' 
for their citizens. It is particularly important for countries 
approaching the technological frontier to generate cutting- 
edge technologv' and processes as a prereqiiisjte for contintied 
competitiveness. At the same time, absorbing and adapting 
knowledge to national needs is equally important for 
countries in less advanced stages of development, such as 
Ukraine. Access to technology can help such countries 
move up the value-chain, improve the efficiency of their 
production processes, and enhance service quality and 
provision, thus tacilititing the evolution to more 
advanced stages of development. 

Among the ditlercnt types of technologies, information 
and comnninication tcchnoli>gies (ICT) occupy a special 
pbce gimi their extraordinary imp;ict on production processes 
across industries and sectors and ultimately, on produc- 
tivity increases. Moreowr, ICT has been radically changing 
today's btisincss, socul and economic landscape by creating 
virtual social, work-related and business networks, as 
well as providing people with unprecedented access to 
resources, informacion and markets. 

In view of these considerations, it is clear that an 
^issessment of Ukraine's competitive potential cannot be 
complete without an analysis of how the country and its 
social actors are leveraging ICT in their everyday activities 
for boosting growth and improving living standards. The 
Global Competitiveness Index, used in this report to 
measure Ukraine's competitiveness, includes technological 
readiness and innovation among its pillars of competi- 
tiveness. However, the Networked Rcidincss Index (NRI) 
featured in Ttie Global ItiforniatUni Ttrhiiohgy Rqtort series 
is a deep dive into the subject. The NRI is the main 
outcome of a research project undertaken by the World 
Economic Forum in 2001 — jointly with INSEAU since 
2002 - aimed at measuring the e.xtent to which countries 
(uUy benefit Irani ICT and the consequent enabling factors. 

This paper uses the methodological framework set 
by the NRI to assess Ukraine's networked readiness 
using the 2007-2008 results, together with its evolution 
over the six years covered by the NRI time series. It is 
hoped that this will shed some light on the competitive 
strengths of the country in leveraging ICT and on the 
weaknesses ch.it need to be addressed, .is a priority, in the 
goverimient's agenda and by Ukraine's main stakeholders. 
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5.1 Introducing the Networked 
Readiness framework 

Figure 5.1 dispbys tlie networked re;idiiiess framework for 
.assessing countries' preparedness to leverage ICT, which 
was developed in 20(»2.The framework rests on three 
main theorctic.ii .issumptions: 

1. The eiwirotimetit is key: l Uv necessary prerequisite 
for ,» country to bciictit from ICT is to h.ivc in phcc 
or establisli an ICl' friendly and conducive environnienl 
because networked readiness docs not dcx'ciop in a 
vacuum. Enviamment is meant here in a very broad 
sense, comprising relevant elements of a country's 
market environments and the regulatory framework, 
.ts well as the soft and hard ICT infrastructure. 

2. Networked teadiitess is a society's joint effon:l\\t: second 
.issiunption is that no Rill icvcr.iging of ICT is possible 
without a consensus and a joint effort of all social 
actors: gox'ernment, the business sector and individuals. 
ICT prowess is not an exclusive responsibility of the 
government, but requires .in equivalent focus and 
preparedness to use and develop it by civil societ\'. 

In this sense, the de\'elopment story of highly net\\'orked 
ready countries, siu h .is Denmark, Israel, Singapore 
and Lstunia show s tlul although the government pbyed 
a leadership role in designing a digital .igcnda and in 
promoting ICT penetration rates, the involvement of 
the business sector and of civil society at large was 
ke\' to the success achieved. 

3. ICT usage depends on ICT readiness: The last 
assumption is that the actual usage of ICT by (he 
government, business sector and individuals is largely 
intluenced by the propensity and degree ol their ICT 
preparedness. 



1 he above framework translates mto an mde.\, the 
NRl, whose three main building blocks (i.e. environment, 
readiness and usage) comprise a total of 68 variables, 
regrouped in the following nine pillars: 

Market environment — gauging the openness and 
friendliness of the general business environment for ICT 
development. 

Political and regulatory framework - assessing the 
crticicncy and transparency of public institutions and of 
the overall and ICT specific regulatory framework. 
Infrastructure environment — assessing the overall 
quality of the K'T and innovation-related soft and h.ird 
iiitrastructiirc, including human resources, 
btdividual readiness - measuring individuals' disposition 
.ind preparedness to use ICT in their everyday lives. 
Business readiness - gauging the business sector's dispo- 
sition and preparedness to use ICT in its activities. 
Government readiness - measuring the extent to 
which the government prioritizes ICT and has a clear 
vision of ICT's import.incc and how to promote its 
difTusion. 

Individual usage measuring the actual ICT use by 

iiuliv idti.iK 

Business usage - examining the degree of ICT 
absorption and innovation in (he business sector. 
Government usage - .isscssing the use of ICT by 
gtiverinnent, with a particular emphasis on e-govermnent 
services in pbce. 

full details uf the variables included in the NRI 
2007-20118 tan be found in Anne.'i A. 

Along the lines of the World Economic Forum's 
competitiveness work, the NRl is composed of a mixttire 
of hard data collected by international organizations 
such as the Interii.uional Tclccomim!nii.Mrion I 'nion 



Figure 5.1 The Networked Readiness Index 2007 20D9. the Framework 
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Figure 5.2 Evolution in penetration rates for selected indicators. 1995-2006 




Soufce ITU. kWyAT rty^ctMimunicMion Micmrs Xtf 



(i l'U) and the Wurkl Bank, and survey data lapcuritig 
qualitative dimensions relevant for nec^^'o^ked readinciw, 
such as the quahty of the educational system or the 
degree of collaboration between the business sector and 
univeniity on R&D. The latter data are derived from the 
Executive Opinion Survey- that the World Economic 
i'liriiin ct>ndiicts every year in more than \M> countries 
with top business executives asked to assess ditVcrcnt 
dimensions of their business environment, including 
ICT diffusion and innovation.' 

The relevance of each variable to the concept each 
pillar intends to capture is reviewed periodically, given the 
extreme dynamism of the ICT sector and the desirability 
to include new relevant data as it becomes available. As 
a result, there can be some diffea-nce over time in the 
number and nature of the variables included in the NRI. 
However, the uniformity of the networked readiness 
framework ensures ample comparability in the NRI 
results over tunc and provides us with a six-year time 
series for Ukraine. 

5.2 Setting the context: A look at the 
state of ICT diffusion in Ukraine 

With its large internal market and highly educated labor 
force, Ukraine displays a clear potential for technology 
development and for ICT penetration. It rcpnrsented, 
after Russia, the most important economic entity of the 
former Soviet Union.' but also held a privileged position 
in the Litter for its scientific and technical prowess. A number 
of groimdbreaking scientitic discoveries have taken place 
in the country, such as the theory of digital automation 
and computer architecture developed in tiie InslUute ot 
Cyf>crnctics of the National .^cadcmy of Science by Victor 
Glushkov, as well as the design and creation of the first 
computer in continental Europe in 1951. 



Howewr, the severe recession'' that followed the collapse 
of the Soviet Union and the difficulties encountered in 
the transition process to a market economy prevented 
Ukraine from f>oth pmga'ssing as quickly as other countries 
in the regioir in networked readiness and faun elfcctively 
leveraging its potential. 

The economic recovery that began in the hte nineties 
and the high growth rates experienced by the country 
in the last few years, boosted by strong domestic demand 
and improved export prospects, have coincided with an 
increased focus on ICT and technology. This has led, in 
turn, to increased ICT penetration rates and has been 
accompanied by an attempt at reforming the regubtory 
framework for doing business in general in a more market 
friendly way. 

Figure 5.2 shows the evolution in penetration rates 
for a number of variables &om 1995 to 2t i<)6: telephone 
lines, personal computers, Internet users, .ind mobile 
telephones per l<i(> inhabitants. 

Although there has been a remarkable upward trend 
in most ICT variables, telecommunications has undoubtedly 
led ICT diffusion in the country, with a major role played 
by mobile telephony.' Mobile coverage in Ukraine is 
very high, with 106.7 people per 1(HJ population having 
a cell phone in 2006, according to ITU (sec Figure 5.2, 
blue hue). This puts Ukraine in 22nd position among 
the 127 countries covered by the NRI 2'X)7-2rK)8, not far 
from the most advanced countries such as Finland (1(17.8) 
and Denmark (107. .^), and with a higher penetration 
rate than Spain (IU6.4) and Sweden (I05.'>). Nevertheless, 
the average cost of a mobile phone call is still quite high: 
a three- minute peak time local call represents some 
0.4% of the country's monthly C5DP per capita, placing 
Ukraine «5th. 

The recent boom in mobile telephony is undeniably 
a positive devek>pinent as it ivflects the increasing piia°liasing 
power of the Ukrainian population led by an e.xpanding 
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luiJtiU- class, liut It aIsu rctk-cts. (u a cerUin cxceiu, die 
poor state of fixed line iiifiviMTuctiire and comniuiiications. 
Affording to the 1 TU, in 2i H I6 ihetf were only 26.8 telephone 
lines per 100 inhabitants in the country (sec Figure .S.2, 
black line), a far cry from the W.A of Switzerland, the 
top performer in that dimension, but also less than 
Slowilia (42.6). Ctoatia (44).2).the Czech Republic (31.5), 
Bulgaria (31.3) and Poland (29.8). The government h.is 
set a target to increase fixed hue penetration to 4<>% by 
the end of the decade, but this will require important 
investment in the modernization and upgrading of infivi- 
structure.The long-awaited privatization of Ukrteleconi, the 
state-owned former tclec onimimications conipany still 
dominating the fixed line market during 2n07 should 
facilitate the ntodernization of the sector by attracting 
nmch needed private investment. 

PC ditYusion, in turn, has increased more than fiw 
times from 1995 to 2006, from 0.8 PC per 100 inhabiUuiLs 
to 4.fi, according to ITU (Figure 5.2, dotted gray line). 
However, the country's PC penetration rates pale in 
comparison to those displayed by Israel (122.5*'ii), 
Canada (87.3%) and Switzerland (86.2%), the highest 
ranked countries in this respect. PC penetration rates arc 
also significantly lower than in most countries in the 
region, notably Estonia (48. 9*'o), Slovenia (41.1"b), 
Pobnd (24.0%). Hungary (14.9%) and Russia (12.1%). 
Indeed, Ukraine was ranked a disappointing 80th out of 
127 countries in 2006 in this regartl.The key role played 
by PC penetration rates in providing the neccs.sary infra- 
structure for Internet usage and difilision throughout the 
society and in doing business illustrates the magnitude 
of the challenges facing the country in ihis respect. 

.■\s a result. Internet penetration rates are still far behind 
the world's best levels, with 12.1 Internet users per liMJ 
inhabitants in 2006 according to ITU. corresponding to 
a 76th rank out of 127 countries. To put these numbers in 
context: the Netherlands, New Zealand and Sweden, 
which displayed the highest penetration rates in the 
same year, had respectively 88.9, 78.8 and 77.0 Internet 
users per 100 popukition. In the region. Estonia. Hungary, 
the Czech Republic and Romania, among others, presented 
respectable penetration rates of 57.4%, 34.7%, 34.7% and 
32.4% respectively. 

However, this should not overshadow the stellar 
increase in Internet users obser\'ed in the last decade in 
Ukraine, considering only 0.04 people per 100 population 
used the Internet in 1995 (see Figure 5.2. diished blue 
line). Additional meaningful upsurges arc Umitcd in 
scope by the under-developed fixed hue infrastructure 
and by the reLitive small pool of PCs present in the 
country. In particular, the former is an important obstacle 
considered that the dial up connection is still tin- ilomiii.mt 
inodaUly of Internet access in the country. 

This progress in ICT ditKision has been accompanied 
by an increased foais in the national agenda, particubrly 
since 2005, on the adoption of the necessary structural 
reforms to complete the transition towards a market 



based economy, improving also die cffKieiu y and trans- 
parency of the environment to do business in the countr)'. 
Despite the political instabihly witnessed in recent years, 
cxteivsiw pri\'ati7ation programmes have been implenicntcd 
together with some rationalization of the tax system. 
Simplification of the administrati\'e procedures has resulted 
in less red tape and has started to have an impact upon 
the size of the Lirge informal market. Here, too, the 
privatization of Ukrteleconi is expected to increase the 
cfficienc-y in the provision of ICT scr\'iccs and ultimately 
have an important impact on ICT difRision in the country. 

A more business friendly environment is likely to 
stimulate private national and foreign investors to invest 
their capital in Ukraine, with the consequent positive 
exteriiaUnes in terms of technology and management 
skills transfer, and job creation to name a few. In this 
respect, P1>1, after a significant Atop in 19W. has resumed 
its upward trend starting from 2000. reaching US$ 5.2 
million in 20fi6 or 21% of grtiss fixed capital formation, 
as compared to an annual average of US$ 0.4 million 
(or 4.9% of gaiss fLxed capital formation) over the 1990 
to 2000 period.' 

At the same time, Ukraine is increasingly becoming 
one of the most attractive outsourcing destinations in 
Europe thanks to its low labor cost, skilled human 
resources and lai^e internal market. Global OlTshore 
Associates Limited found th.it the value of Ukraine's IT 
outsouR'ing sector alone ruse by 47% in 2006, reaching 
an estimated value of€ 179 million, or €436 million 
taking into account the informal sector,' 

5.3 The NRI 2007-2008: A comprehensive 
assessment of Ukraine's networked 
readiness 

Having briefly referenced the main recent trends in ICT 
penetration in Ukraine, what follows is a more detailed 
and in depth analysis of the country's capacity and 
potential to leverage ICT for increased competitiveness 
as measured by the NRI. 

This section dr.iws heavily on the finding;; of the latest 
NRI computation, featured in Tliv CW'ii/ tiifonmHion 
TechnoloxY Report 2007-2008. to assess Ukraine's current 
performance. C!omparisons with a number of neighboring 
and/or otherwise relevant countries/regions.' .as well .is 
Ukraine's itiier-teinporal comparisons for the sL\-year NRI 
time scries will be included in the analysis to set Ukraine's 
progress and challenges ahead in the proper benchmarking 
context. 

lables 5. 1 to 5.4 show die scores and ranks for Ukniine 
and selected comparator countries with respect to the 
overall NRI 20(t7-2'MiK. its three components, and its 
nine pillars. Figure 5.3 provides a snapshot of Ukraine's 
performance in the NRI 2< " i'^ 1> " w ,vnd Figure 5.4 illustrates 
Ukraine's evolution in the NRI rankings fiiom 2002 to 
2007, within the 2(H)2 sample of 82 countries. 
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Figure i3 Ukraine's perfofmance in the NR imi iKi 
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Figure iA Ukraine's historical ranking m the NRI 
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As c.»n be seen in Table ^.], Ukr.iine posirions itself 
70th out of 127 economies in tlie NRI 2U07-2008. 
with an ovcr.ill score of 3.69, roughly in the iniddle of 
the global nnkings, .iiid cliiNterint» with countries as 
heten)geneous as El Salvador {66th). Azerbaijan (67th), 
Russia (72nd), .Mon.»cco (74th), the Dominican Repiibhc 
(7.')th), Vietnam (73rd) and Indonesia (76th). 

Table 5.1 shows how the country is outclmic by the 
totality of the selected comparators in overall networked 
readiness, with the partial exception of Russia whose 
periorniance is broadly aligned with that of Ukraine. 
The remaining companit»irs rank among the top 60. 
with Israel (18th), F.stonia (2ntli) and, to a lesser extent, 
Hungary (37th) piwviding examples of how to fiilly benefit 
fnmi ICT and innovation. When coniparing Ukraine's 
showing with the regional averages, there is a noticeably 
large gap yet to be filled with the KU 1 5 (5.(12) and 
even with EU Accession 12 (4.26). At the same time, 
Ukraine outperforms the CIS regional average (3.4(>) by 
a fairly signifiiant margm. 

Partially otfsetling the above. Figure 5.4 introduces some 
elements of optimism to the picture drawn by Table .S. 1 , 
outlining important progress that has been made in the 



country's networked readiness (as captured by the NRI 
model) over time with an 1 1 -position iiiiprovenieiil in a 
2(102 constant sample of countries. After a slight drop in 
2no3-2on.(, Ukr.iine's networked readiness has followed 
a sustained upward trend, no doubt boosted by a siirj;c 
in IC" T penetration rates within the country, .is wt ll .is 
by an increased awareness within the government and 
among all of the social actors on the importance of ICT 
as a key tool for competitiveness and long-term growth. 

Going back to Ukraine's current networked readiness 
leN'eLs and looking niorc in depth at the diilerent dimensions 
assessed by the NRI, a number of ta-nds can l>e highliglited 
from Figure .S.3: 

• At the subindex level. Ukraine is significantly more 

successful in readiness (4.40) than usage (3.23) and. to 
a K-s.ser extent, market environment (3.46). In particular, 
usage stands out as the weakest area in the country's 
overall performance. Tliis is not surprising in view of 
the analysis conducted earlier in this chapter with 
regard to ICT penetration levels, except for the high 
mobile penetration rate. On a more positive note, it is 
encounging to note the rather good marks the 
country gets tor the general preparedness of its main 
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Table 5.1 Perlormance o1 selected countries,i'regi 


onsinthe NRI 


2007 2008 and its components 










NRI 2007-2001 


A. Environment coniponent 


B. Readiness cooiponent 


C. Usage coni|ioneRl 


Country/Ecemmy 


Score 


Rank 


Score 


Rank 


Score 


Rank 


Scare 


Rank 


Israel 


6.18 


IB 


4.97 


19 


5.57 


14 


4.99 


IB 


Estonia 


5.12 


20 


4.66 


24 


5.44 


23 


&27 


8 


Malaysia 


4.82 


26 


4.57 


26 


5.61 


11 


4.28 


28 


Hungarv 


4.28 


37 


4.18 


32 


4.84 


39 


341 


38 


Croatia 


406 


49 


3 73 


52 


4.82 


42 


3.64 


48 


India 


4.06 


50 


3.73 


54 


4.94 


37 




51 


Turkey 


3.96 


55 


3.79 


51 


4.56 


61 


3.52 


52 


China 


3.90 


57 


3.51 


66 


4.70 


54 


3.S0 


54 


Mexico 


3.90 


58 


3.54 


62 


4.53 


63 


3.61 


49 


Poland 


3.81 


62 


3.61 


58 


4.51 


65 


3J0 


63 


Ukraine 


3.69 


71 


3.46 


70 


4.41 


72 


3J3 


71 


Russian Federation 


3.68 


72 


3.53 


64 


4.46 


67 


3.04 


84 


EU If) 


502 




482 




5.43 




4 81 




EU Accession 12 


4.26 




4.01 




4.87 




3^1 




CIS 


3.40 




3.29 




4.07 




2.84 







Perlormance ot selected CDuntries,>'reglons in the environment compDnenl 



138 





A Envinimnent coniponont 


Market environraent 


Political & regulalory enviromnont 


Intrastnicture enviraninent 


CounttY/Economy 


Score 


Rank 


Score 


Rank 


Score 


Rank 


Score 


Rank 


Israel 


497 


19 


518 


8 


5.06 


25 


466 


13 


Estonia 


4.66 


24 


4.78 


23 


5.18 


24 




24 


Malaysia 


4.57 


26 


4.97 


18 


5.32 


21 


3.42 


41 


Hungary 


4.18 


32 


4.27 


38 


4.46 


40 


3X3 


28 


Turkey 


379 


51 


4.06 


51 


4.35 


44 


2.96 


60 


Croatia 


3.73 


52 


3.87 


61 


3.97 


63 


33t 


44 


India 


3,73 


54 


4 09 


49 


4.26 


47 


282 


71 


Poland 


3.61 


58 


3.72 


74 


3.58 


90 


3JM 


38 


Mexico 


3.54 


62 


3.96 


57 


3.83 


70 


2.84 


67 


Russian Federation 


3.53 


64 


3.S2 


88 


3.54 


92 


3^ 


39 


China 


3.51 


66 


3.79 


69 


4.15 


53 


2.58 


86 


Ukraim 


3.46 


76 


3.45 


34 


3.52 


94 


3.46 


42 


EU IS 


4.82 




4.73 




5.32 




4.41 




EU Accession 12 


4.01 




4.11 




4,31 




3^ 




CIS 


3.29 




3.41 




3.62 




2.84 





stakeholders to use ICT in their day-to-day activities, 
wliich represents a good basis for usage to build on, 
• With regard to specific performance per pillar of net- 
worked readiness, iiulividiial readincs-s (.'i.42) outdoes 
by far ail other dimensions, pointing to a remark.ible 
interest .nid degree of preparation of the society to use 
technuIogie^, This interest and degree of preparation is 
also attributable to the excellent scores obtained by the 
quality of math and science education (4.59). Among 
the <ither fiirly siu cessfiil areas, noteworthy are businevi 
readiiie»> (4.11'*), busmevs usage (3.Wi) and govertjmeiil 
readiness (3.69). [n particular, the business sector seems 
to be at the moment the only stakeholder whose 
preparedness to use ICT has translated into a relatively 
high degree ol actual us;ige. This contrasts quite strikingly 
with the scarce levels of individual ux.igc (2.09), indeed 
the lowest scornig dimension among the nine pillars 
included in the NRI. 



• rhc cnvin.>niiR'iil subindex (3.46) appears to be the 
most homogeneous across all its three pillars, with a 
very similar assessment in market envin.>nment (3.45) 
and infrastructure (3.4ii),and a maigmaily better score 
for the regulatory .''political environment (3.52). 

T he rest of this section will e.xplore the .ibove trends 
through a more mi depth .isvissnient of Ukraines perform- 
ance in each dimension considered by the NRI. Fnill 
details on scon's and rankings ftir Ukraine tor each varnblc 
itiduded m the NRI are to be found m Annex II. at the 
end of this chapter. 

The environment component 

A busniess I'rieiidly and K"T conducive environment is a 
necessary precondition for a country's stakeholders to 
leverage ICT in their daily activities, therefore enhancing 
national competitiveness. This is true not onlv lor the 
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Table 5.3 Performance of selected 


countries,^regions in the readine 


ss component 












B. Readiness componeit 


ladividual readiness 


Business readiness 


Govemment readiness 


Countiv/Ecenoniy 


Scon 


Rank 


Score 


Raak 


Score 


Raak 


Score 


Rank 


Malaysia 


5.61 


11 


6.10 


22 


5.38 


18 


536 


7 


Israel 


5.57 


14 


B.12 


18 


5.52 


14 


sm 


17 


Estonia 


5.« 


23 


B.03 


26 


4.93 


30 


5.36 


8 


India 


4.94 


37 


5.62 


46 


4.98 


27 


423 


45 


Hungary 


484 


39 


5,67 


42 


461 


47 


4.26 


44 


Croatia 


482 


42 


5.65 


44 


4.70 


44 


4.11 


54 


China 


4 70 


54 


5.42 


59 


4.35 


58 


432 


42 


Turkey 


4.56 


61 


5.31 


63 


4.41 


52 


196 


65 


Mextco 


4 53 


63 


5.20 


67 


4.28 


M 


4.12 


S3 


Poland 


4.51 


65 


5.55 


51 


4.35 


59 


3^2 


98 


Russian Federation 


446 


67 


b.45 


5£ 


423 


69 


3.70 


89 


UkraiM 


MO 


72 


S.4Z 


SB 


4JI9 


•0 


3Ln 


91 


EU 15 


543 




6,07 




5.33 




4,90 




EU Accession 12 


*Z1 




5.78 




4.56 




U8 




CIS 


4.07 




4.75 




3.80 




3i6 







Table S.4 Pertormance al selected countries in the usage companenl 




C. Usage canjioncnt 


Individual usage 


Business usage 


Gavemraent usage 


Country/Economy 


Score 


Rank 


Score 


Raak 


Score 


Rank 


Score 


Rank 


Estonia 


5 27 


8 


4.56 


11 


5.29 


23 


5 96 


2 


Israel 


4.99 


18 


4.43 


13 


5.88 


9 


4j67 


26 


Malaysia 


428 


28 


2.52 


45 


5.36 


22 


4.97 


16 


Hungary 


3.01 


38 


2.81 


38 


4.81 


41 


3J1 


54 


Croatia 


364 


48 


2.G9 


41 


456 


52 


3.67 


62 


Mexico 


3.61 


50 


1.89 


62 


4.39 


63 


4.55 


29 


India 


3 53 


51 


1.20 


109 


518 


26 


4.21 


40 


Turkey 


3.52 


52 


2.00 


57 


4.80 


43 


3l77 


56 


China 


3.50 


54 


1.60 


60 


4.47 


59 


4.45 


34 


Poland 


3.30 


63 


2.66 


42 


4.28 


70 


196 


103 


Ukraine 


3.23 


71 


2.09 


M 


3.96 


SO 


3JB 


B7 


Russian Federation 


3.04 


84 


2.09 


53 


4.04 


87 


199 
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EU 15 


481 
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5.44 




4.72 




EU Accession 12 


3.91 




3.06 




4.68 
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CIS 


284 




1.53 




3.82 
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m.irkct cn\'ironmcnt for busincsics, but also for the regu- 
latory framework and hard and soft infrastructure in 
place in a countrv'. 

Ukr.iiiH' displays a fairly even performance across tin- 
three dimensions, with an .ivcr.igc score of .^.4f) for the 
environment subindex. corresponding to 7iitli position 
out of the 127 countries covered in the NRI 2ll<*7-2ll<)8. 
This points to the ratlier Lirgc rvioni for iniprowiiK'nt acnciss 
all the pillars and to the need lor further ret>.>rnis. It also 
points to the need f<ir .ui iiu reased emph.isis on tlie 
market p.4i>) and political/regulator)- p..S2) environment 
dimensions, which both rank 'Mth in the sample, 

Market environment 

1 lie market eiiviR>iiinent pillar captures the openness of 
the general business einironment for ICT development, 
taking into account the presence ot appR>priate sources 
of financing (especially venture c.ipital, key tor fostering 



innovation through financing start-ups and risky enter- 
prises in general), the extent of business sophistication 
and innovation potential (looking at variables such as 
the state of cluster development, ICT exports, and the 
number of utihty patents), the case of doing business, 
tile freedom of the press (to account for the degree to 
which information can freely flow on the web), as well 
as the extent of convergence among the different ICT 
related industries and the consequent accessibiUty of 
digital content. 

In the case of Ukraine, elements of rcbtive strength 
with respect to the sample can be found in the availabihcy 
of venture capital (56th), the number of utility patents 
(5fith), the percentage of ICT exports (.^8th) as well as 
the luiinber of days required to start a business (3'>tli). 
One caveat must be added here regarding the niiniher of 
utiUty patents and for ICT e.xports: in both cases most 
countries in the s.nnp]e tend to duster aRMind low values. 
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with d k-w Liotlicis jt the upper c iiti. 1 his means thac 
Ukraine with 0.5 utility patents per capita and with 2% 
IC r exports out of its total exports is still ranked quite 
well in the two variables, even if in absolute terms the 
latter are rather mediocre values. In this regard, a look at 
the absolute numbers of utilit\' patents registered by the 
United States (2^8.4), Japan (287.1) or Taiwan. China 
(226.9) and the ones for ICT exports registered by the 
Philippines (FiS. 4%). Taiwan. China (44.6%) or .Malaysia 
(35.6%) higlilights the room tor improvement that remains. 

In terms of the ease to start a business in the country, 
although the recent progress realized in streamlining 
administrative procedures and cutting red tape have 
reduced the number of days to start a business to 27 and 
of administrative procedures to 10. these two elements 
arc respectively ranked 5'^th and 74th in the sample. 
Government regulations are still assessed by Ukrainian 
business leaders as being quite burdensome, 10 1st overall. 
The tax system also appears to be a major hindrance for 
doing business in the countrii', as its 1 1'Jth rank for the 
extent and effect of taxation and its lOOch rank for total 
tax rate (57.3% of profits) seem to suggest. 

Tabic 5.2 shows that the Ukrainian market cmironmcnt, 
at 94tli, is the worst among the selected comparators, 
which are in a dirtercnt clas.s, with the exception of 
Russia (88th). The third worst ranked country', Poland, at 
74th, is 20 ranks ahead of Ukraine. Moreover, the country's 
score in this pillar (3.45) is lower than both the EU 15 
(4.73) and EU Accession 12 (4.1 1) regional .wcragcs, 
and only marginally better than that of the CIS (3.41). 

Political and regulatory environment 

This pillar aims at as.scs.sing the quality and fairness of 
public institutions and of the regulatory framework, both 
general and ICT specific, for businesses and individuals. 
Dimensions considered include the ctTicicncy of the 
legal framework and law-making bodies, the protection 
of propertx' rights and intellectual property, the ease of 
enforcing contracts, the development of ICT laws, and 
the quality' of insriturions in the Internet service providers 
(ISP) sector, among others. 

Ukraine is ranked quite poorly, at ')4th, in this pillar, 
with the partial exception of the number of procedures 
(15th) and time (25th) to enforce a contract,'" 

The country seems to still be lagging behind in 
terms of the quality' of its instimrions and fairness of the 
legal framework, being ranked among the worst countries 
in the worid for the effectiveness of its parliament (106th), 
judicial independence (l07th).intellecnwl pniperty protection 
(lo7th), paiperty rights (1 15th), and the efficiency of the 
legal framework (lU8th). Interestingly, the country gets 
relatively better marks in the ICT specific legal framework, 
ranking Snth for the degree of development and 
enforcement of laws rcbting to ICT, including electronic 
commerce, digital signature and consumer protection. 

In addition, the low degree of competition among 
ISPs in the country does not appear to ensiire liigh quality. 



uifrequent itilerruptions and low prices (li.t'^lh overall). 
This mirrors the hard data on Internet penetration and 
diffusion analysed above, and confirms the rebtive 
underdevelopment of the Internet sector. 

It is worth noting that Ukniine is ranked last in the 
group of selected comparators (sec Table 5.2), in the 
same class as Russia ('J2nd) and Poland (*)Oth),and quite 
far behind the rest (Mexico, the fourth lowest ranked is 
7Mth). With a score of 3,52, the coimtry is alsti under- 
performing the regional averages of the EU 15 (5.32), 
EU Accession 12 (4.31). and CIS (3.62). 

Infrastructure environment 

This pillar gauges the state of ICT hard infrastructure 
and the existence of ICT-conducive soft infrastructure 
in a country. Elements such as telephone lines. Internet 
servers, and clectricirj' production are combined with 
variables capturing the available pool of qualified human 
resources for the ICT sector, such as the availability of 
scientists and engineers, the quaUt\' of the scientific 
research institutions, the tertiary cnrobiicnt rates and 
education expenditure. 

Ukraine gets satisfactory marks for the qu.ilit^' of its 
infrastructure environment, ranked 42nd in the sample. 
Its performance is noLibly boosted by high terti.iry 
enrolment rates (16th) and levek of education expenditure 
(4.41% of the GDP in 2o05, corresponding to 51st 
position), and a relatively large pool of scientists and 
engineers (fi9th).This docs not come as a surprise in 
view of the country's tradition of scientific exceUence 
and strong focus on education. 

This is confirmed by a look at Ukraine's perfornunce 
within the group of selected comparators. In contrast 
with what is observed for the other two environment 
pilbrs, in the infrastructure pillar, the country is ranked 
in the middle of the sample, clustered with countries 
like Malaysia (4 1st), Russia (39th) and Pobnd (38th) and 
outpertbrining by far China (86th. the w-orst performer), 
India (7Ist),and Mexico (67th). Moreover, although the 
country at 3.40 still lags behind the EU 15 regional 
avenge (4.41), it almost matches the EU Accession 12 
avcmgc (3.60), and brgcly surpasses that of the CIS (2.84). 

The reailiness component 

Once the appropriate environment lor ICT is in place, 
the potential for a country to fully benefit from ICT 
depends on the action of its main social actors, in particular 
on their preparedness and interest in using ICT in their 
daily activities. The overall readiness of a country depends 
on a combination of ftctors, such .is human skills for 
using ICT. access and atlbrdability of ICT for companies, 
and the extent to which the government has a vision for 
IC T, as well as a strategy in place to facilitate its difliision. 

As noted above, Ukraine shows a corLsidecable xnariation 
in the readiness of the three main stakeholders, with the 
individuals leading the go\'ernment and, to a Ic-sser extent, 
the business sector Ukraine is ranked 5Htli (with a score 
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of 5.42) for iiiJivilIii.i1 r^.•.^^llIK■ss, but ^>iily '>lst (wicl) a scoiv 
of 3.f>'>) md StJtli (with .> st ore of for government 
and business readiiicvi. rvsfieclively. I liis results in an overall 
r.ink of 72 for the pillar. 

Individual readiness 

The individtii^l readiness pillar aims at capturing the 
propensity of individuals within a country to use ICT in 
their day-to-day life as well as their degree of preparation 
in doing so. To this end, the presence of the appropriate 
education skilb. together with the extent of access to ICT 
and the aftordability of telephone and Ititernel connections 
are taken into consideration, looknig at variables such as 
the quality of the educational s)'stcnj (with a special 
emphasis on math and science education), the availability' 
at Internet access in schools, the cost ot mobile telepho- 
ny and residential telephone connection chargi"s. as well 
as telephone and broadband subscription charges. 

Quite prcdictiibly, Ukraine performs well for the 
quality of its educational system (45th) and for the quality 
of math and science education (42nd). On a mi>rc negitivc 
note, Internet access at schools is not as extensive as it 
should be (at 77th), representing a deficiency that should 
be addressed to pawide students with access to the 
resources available on the Internet. 

High speed monthly subscription costs .is a percentage 
of monthly ODP per capita, as well as the lowest sampled 
cost of broadband as a percentage of monthly iticome. 
arc ranked as relatively atVordablc, at 53rd and 54th 
respectively, which bodes well in terms of forther ICT 
penetration potential. 

However, despite the high penetration rates, the cost 
of mobile calls is still a.sscs.scd as being quite high (85th), 
compared to international standards: the s.ime apphes to 
the residential telephone connection charge (73rd) and 
n»onthly subscription (f>f)th). 

The inter-councry/regionol comparison in Table 5.3 
confirms the rekitively high degree of itidividual preparation 
within the country. Ukraine ranks higher than Mexico 
(87th), Turkey (fi3rd) and China {5'>th), and not much 
lower than Russia (56th) and I'oland (51st). However, at 
5.42, it still largely lags behind the .werage s»-ores of F.U 
15 (6.07) iuid hU Accession 12 (5.78), while it outdoes the 
CIS (4.75). 

Business readiness 

t his pillar looks at the preparedness of companies to 
folly incorporate ICT into their operations and strategics, 
taking into account the availability of a properly trained 
labor pool, the extent of lix n spending by the private 
sector, the presence of a strong link between academia 
and industry, the quality and quantity of suppliers and 
the atfordability of telecommunications services for 
companies, as well as the IcA'cIs of ICT imports to meet 
the country's ICT needs. 

Ukraine's performance on business readiness is quite 
mixed. The country appears to have fiirly efTicient uni- 



versity, nulustry collaboration ((i3rd), a large enough 
number of suppliers {64th), and rather affordable business 
monthly siibsc ription charges (66th). At the s;ime time, 
it gets mediocre marks for the quahty of training 
(y6th for the extent of staff training and 83ril for the 
local .ivaiLibility of research and training services), and for 
the affordability of business telephone connections, ranked 
92nd, 

This underscores the need to invest in training the 
labor pool and to make forthcr efforts to ensure greater 
affordabiliry of telecommunications services for the 
business sector, as well as for the general public. The 
ongoing privatization process should help the country 
to move in this direction. 

The inadequate business readiness of the country is 
also highlighted by the comparison made in Table 5.3. 
Again, Ukraine at SOth ranks last within the selected 
comparator group, with a 10-positioii gap with respect 
to the second worst ranked country, Rus.sia (69th) and a 
61 -position gap with respect to the top performer, 
Malaysia (ISth). furthermore, althmigh it siirpasses the 
CIS regional average (3.80), with a score of 4.09, there 
remains a long w.iy to go to catch up with the EU 15 
(5.3.^) and the EU Accession 12 (4.56). 

Government readiness 

The government readiness pillar aims at capturing govern- 
ment prioritization i>f IC" I in the national agenda. It also 
captures the extent to which the government h.is a clear 
and coherent vision to promote ICT difEision as a tool 
for enhanced competitiveness..^ number of s-ariablcs arc 
taken into accoiml, including specifically assessing the 
degree of ICT prioritiz.'ition, the government's vision 
for the future, looking at government procurement of 
high tech products and e-govcrninent. 

The picture drawn for Ukraine by this pillar is rather 
bleak: with an overall 91st position, the government 
emerges as the least "ready" tor ICT among the national 
actors. In particular, government prioritization of the 
sector and its vision of the importance of ICT diffusion 
tor the future are perceived by the Ukrainian business 
comnmnity as almost non-existent, ranked at 1 12th and 
I I6tli, respectively. I'urhter, goveriinient procurement of 
high tech products seems to be based more on price 
than technical performance and innovativeness (74th), 
therefore missing an opportunity to promote excellence 
and quality among high tech goods producers. 

The minor lole asdgned to ICT in the national agenda 
is a serious shortcoming in the country's development 
strategy and docs not bode well for the prospects of 
higher IC T penetration and for increased competitiveness 
and growth. The examples of Singapore, Israel and E.stonia 
demonstrate how a long-term government strategy and 
vision ot IC"T importance have been inscniniental in 
achieving extraordinary levek of networked readiness in 
relatively short periods of time. Box .3.9. 1 in Chapter .3 
describes Estonia's success story in more detail. 
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Within (lie cotnpjr.itor t;ioiip. Ukraine is ranked 
second to last, only .ihc.id of Poland ('>f>th).The contrast 
is particularly striking it one compares Ukraine's poor 
91i!t position with succcssftil networked economics, such 
as Malaysia (7th). Estonia (8ch) and Israel (17th). Similarly, 
the gap with the EU 15 (4.911) and the V.U Accession 12 
(•1.2M) regional averages is still quite wide; the country, at 
3.69, barely outperforms the CIS average (.T.66). 

The usage component 

The last component of the networked readiness frame- 
work assesses the actual degree of ICT usaj;e by the three 
principal stakeholders in a given country: individuals, 
the business sector and the government. It .ittenipts to 
provide a glimpse of the potential efficiency and produc- 
tivity gains associated with ICT adoption by the key 
social actors. 

As obserwd above, the usage component with a score 
of 3.2.^ and a global rank of 71st appears as the weakest 
area in Ukraine's networked readiness performance, 
pointing to the huge challenges ahead if the country is 
to fully leverage ICT in the near fliture. 

Another feature worth noting is the rather large 
difference in score between business us.ige and 
individual us;igc (2.09), suggesting a digital divide within 
die civil society between businesses and individuals, 
interestingly enough, this gap is almost reversed when 
one looks at the rankings lor these two pillars, whereby 
individual usage gets an overall rather satisfactory 34th 
position and business usage is ranked a low 90th. This 
suggests a worldwide trend towards higher levels of 
business as opposed to individual usiige. which explains 
Ukraine's rcbtiwly better ranking. Despite the relatively 
favorable rank. Ukraine should work towards boosting 
the individual usage of ICT. 

Individual usage 

Individual usage provides insight into the actual rates of 
ICT ilif1xisi<iii among the individuals in a given country by 
t.ikiii^ IS I piiixy the subscription data for mobile phones, 
broadband Internet, the number of PCs and Internet 
users, .15 well .IS the total Internet bandwidth capacity. 

Keeping in mind the note of caution about globally 
lower levels of individual usage. Ukraine's performance 
is particubrly boosted by the remarkable level of mobile 
telephony penetration (22nd in the world), .^s already 
discussed, ill 21)06 Ukr.iine reached universal coverage, 
with a penetration rate of 106.72% for mobile telephony. 
If this is a development to be commended, it also imphes 
th.1t penetration rates aa' unlikely to incrcas*- much fiirthcr 
in the near future and that the incumbents should now 
concentrate on impro\nng the quality and loweiing the 
costs of the services offeted. 

The more spccitically intorination technologies pene- 
tmtion side appears to be weaker, with relatively few 
PCs per capita (SOth) and Internet users (76th), as well 
as a poor Internet bandwidth capacity ('^5th). 



L)e^>ite its rather iinsatistactory score with an overall 
rank of 54, the country ouq>crtbrms most of the countries 
in the comparator group, some by a bige margin: India 
(Hi9th), China (SOth), Mexico (62nd) .md Turkey (57th) 
all l.ig behind Ukraine in individual us.«ge. However, a 
look at the EU 15 (4.27) and, to a lesser extent, the EU 
Accession 1 2 (3.06) averages demonstrates quite clearly 
the magnitude of the digital divide between most of 
their members and Ukraine, with a score of 2.<iy. 

Business usage 

T he busines usage pilLir e.\amines the extent of innovation 
and technology absorption in the busini'^ s<-ctor together 
with the quality of telecommunications infrastructure 
for firms and their [CT usage. This bst concept is capttired 
by a S'ariahle measuring the e.xtent ot Internet us.ige in 
firnts' interactions with customers and suppliers. Businesses 
that brgely use iC7' in their daily operations, by being 
able to rely on efficient ICT infrastructure, generate and/ 
or efficiently absorb innovation, which boosts national 
contpctitive potential and long-term prosperity. 

In terms of technology absorption, the prevalence of 
foreign licensing is asjscsscd as quite modest for Ukrainian 
firms (1 1 1th), probably also in hght of the limited 11)1 
which has entered the country in recent years. Further, 
firms are perceived as not very successful in absorbing 
technology. This represents an area of concern for a 
coimtry such as Ukraine, v^hicli given its relatively basic 
st.ige of development, could still greatly bcnctit from 
adoptittg and adapting technology coming from external 
sources into its production sector. It is hoped that the 
recent upward trend observed tor I I. >I will continue and 
reinforce itself, bringing with it positive externalities 
stich as technology and management skilU tr invk r. The 
national business community h.is a major wAc lo pby in 
this process, tiiereby ensuring that FI )1 is indeed a tool 
of development and increased productivity. 

Interestingly, the innovation capacity of Ukrainian 
iirins is ranked quite high at 40th, which bodes well tor 
the preparedness of the country to evolve into more 
advanced stages of development where the generation 
of endogenous technology will become essential for 
continued growth. 

The quality of the telephone uifrastructure for business 
is perceived as being very poor at lOlst, while firms do 
not appear to resort to Internet extensively for their 
business transactions. I'his is not surprising in view of 
the relatively low Internet penetration, insufficiently 
defined and enforced ICT related laws and pn>perty 
rights, and the rather underdeveloped banking sector. 

Once compared with the selected comparators' 
performance, Ukraine's business usage at 90th bgs behind 
the entire s,iinple, with the partial exception of Russia 
{87th). The gap with the EU 15 (5.44) and, to a lcs.ser 
extent, EU Accession 12 (4.68) remains large, confirming 
the mediocre performance of the country from an 
international perspective. 
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Government usage 

The government iis.i};e pilljr jims at jsessing the degree 
of ICT iiMgi' by the governim iit .is well iis the extent tn 
which it has implemented its digital agenda. It also captures 
Jiriu-n^ions sui h .>s the j;overnnient's sui-cess in proninrinj; 
IC I iivige. the development ofe-goveriimenl servites, 
and the extent to which ICT has improved government 
productivity, among other;!. 

Predictably, given the nu-diorre ICT rviidini-ss displayed 
by the governinenl ('Msl). Ukr.iine w ith .1 Kiirly low score 
of 3.63 is ranked 67th in this specific pillar, eonfirminj; 
its rather underdeveloped dig)t,il agenda and the related 
low priority given to ICT diOusion in the national 
slr.itegy. On a le» negative note, comparing the go\'ernment 
performance with the other two stakeholders in ICT 
us;ige. if is largely outdoing individual us.ige (2.<)y), 
although it is surpassed by the business sector (3.96). 

In particular, the government is perceived among the 
least etfective in the world in promoting ICT usage and 
ditTiision (107tli). while the presence of ICT in governtnent 
offices is rather rare (In4th) and docs not seem to have 
contributed to improving government productivity (*>lst). 
E-government services do not appear lo be very dewloped 
either, at 81st. 

With respect to the selected comparators, with the 
exception ofstragglers such as Russia (l()lst),and Poland 
(l<)3rd). Ukraine lags behind the rest of the s.m»ple with 
an I I -position gap with Turkey (.Tfith), the fourth lowest 
ranking country in govermnent readiness. Alw.). compared 
to the regional averages of EU 15 (4.72) and EU Accession 
12 (3.*>S), Ukniine has a rather long way to go to catch 
up with Its European peers. 



would result in a more favorable environment and a more 
certain regvilatory framework for investors to engage 
their capital in the country, which would spin ofl positive 
exCLTiialitics in tL-rnis ot jnh creation, technology and 
management skills transfer, and ultimately increased 
economic growth. 

Finally, this analysis has highlighted the need for the 
government to engage more actively in ICT promotion 
and usiige by designing .1 digital agenda aimed at making 
ICT accessible to all and putting in place e-governmcnt 
services, among others. The experience of the most 
successful networked economies demonstrates that a key 
element for a country to fiilly leverage the potential 
benefits tor IC!T dilKisian is a goveniinent firmly comnnccd 
of the centraliry of technology and innovation for enhancing 
national competitiveness. The government must also be 
committed to promoting ICT diffusion. 

At the same time, Ukraine is a country of great 
potential, thanks to its wcll-cducatcd labor force and lai^e 
market. This potential must and can be lulfilled by a joint 
conmiitment and effort of the government, businesses, 
and civil society towards a more networked society and 
a more competitive and prosperous economy. 
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5.4 Conclusions 



This chapter has underlined the sigitificant progress lealized 
in recent years by Ukraine in ICT penetration, demon- 
strated by the 1 1 -position improvement registered in the 
NRI over the 20M2 to 2ii07 period. Nevertheless, many 
challenges remain ahead for the country to fully leverage 
and benefit from the opportunities otVered by ICT. The 
analysis has shown that Ukraine still lags behind the 
comparator countries, especially the EU averages, in 
most of the dimensions defining networked readiness. 

In particuLir, an efVort is required to improve the 
usage levels of individu.ds, iKitably by lowering the cost 
of ICT and improving the quality of ICT access. It is 
noteworthy that the countrs' displays a remarkable level 
of individual readiness, pointing to a high degree of 
preparedness and interest in using ICT by civil society, 
which could be transbled into higher levels of usage 
once ICT access is made cheaper 

.^t the same time, despite recent market reforms, the 
regulatory environment for doing business needs to be 
improved by further cutting red tape and government 
inefficiencies and enhancing public governance. This 
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Annex A: Technical composition and computation of the Networked 
Readiness Index 2007-2008 



The Networked Readiness Index 2n*)7-2(HI8 sepantes 
envin>niiicnul tactors f'mm ICT R-.idiiicss and usage, and is 
composed of ihree subindexes. Each subindex is further 
divided into three pilLirs.Thc 68 ICT-rclatcd variables used 
in the conipuialiun of ihe NRl are then Ui^lribuled among 
the nine pillars. 

Networked Readiness Index 

Neavotkcd Rcadliicss IniJex - 1/3 Diviionmcnt Component 
1 1,''3 Readiness Component 
* 1/3 Usage Component 

Environment Component 

Environment subindex = 1/3 Market environment 

+ 1/3 Pahtical and regulatory environment 
-I- 1/3 Iniraslructurs anvironmenl 

Pillar 1: Market Environment 

1 .01 Availability ot venture capital 

1.02 Fmancial market sophistication 

1.03 Technological readiness 

1.04 State of cluster development 
I.OB US utility patents lhard data) 

1.06 High tech exports (hard data) 

1.07 Burden of government icgulation 

1.08 Extent and effect of taxation 

1.09 Total tax rate fhard data) 

1 .10 Time required to start a business lhard data) 

1.11 Number of procedures required to start a business lhard data) 

1 .12 Intensity of local competition 

1.13 Freedom of press 

1.14 Accessibility of digital content 

Pillar 2: Political and Regulatory Environineiit 

2.01 Effi' -:! '.'-' n : : i;t laiV-making bodins 

2.02 La-.vs rd.Hliii:i lo ICT 

2.03 Judicial Independence 

2.04 IP protection 

2.05 Efficiency of legal framework 

2.06 Property rights 

2 07 Duality of competition in the ISP sector 

2 08 Number of procedures to enforce a contract (hard dauj 
2.09 Number of days to enforce a contract lhard data) 

Pillar 3; Infrastructure Environment 
3.01 Telephone lines lhard data) 

3 02 Secure Internet servers lhard data) 

3.03 Electricity production {hard data) 

3.04 Availability of scientists and engineers 

3.05 Quality of scientific research insututions 

3.06 Tertiary enrolment (haid data) 

3.07 Education expenditure (hard data! 



Readiness Component 

Readiness subindex = 1/3 Indnndual Readiness 
+ 1/3 Business Readiness 
+ 1/3 Government Readiness 

Pillar 4: Individual Readiness 

4.01 Quality of matti and science education 

4.02 Quality of the educational system 

4.03 Internet access In schools 

4.04 Buyer sophlstlcaton 

4.05 Residential telephone connection charge (hard data) 

4.06 Residential monthly telephone subscription (hard data! 

4.07 High-speed monthly broadband subscription charge (hard data) 

4.08 Lowest cost of broadband lhard data) 

4.09 Cost of cellular phone call (hard data] 

Pillar 5: Business Readiness 

b.OI Extent of stall training 

5.02 Local availability of specialised research and training services 

5.03 Quality of management schools 

5.04 Company spending on research and development 

5.05 University/industry research collaboration 

5.0B Business telephone connection charge (hard data) 

5.07 Business monthly telephone subscription lhard data) 

5.08 Local supplier quality 

5.09 Local supplier quantity 

5.10 Computer, communications and other services Imports 
lhard data) 

Pillar 6: Governinenl Readiness 

6.01 Government prioritization of ICT 

6.02 Government procurement of advanced technology products 

6.03 Importance of ICT to government s vision of the future, 

6.04 E-Govemment Readiness Index lhard data) 

Usage Component 

Usage subindex = 1/3 Indnndual Usage 
-f 1/3 Business Usage 
i 1/3 Government Usage 

Pillar?; Indiviiual Usage 

7.01 Cellular telephones lhard data) 

7.02 Personal computers (hard data! 

7.03 Broadband Internet subscribers (hard data) 

7.04 Internet users (hard datal 

7.05 Internet bandwidtti (hard data) 

Pillar 8: Business Usage 

B.Ol Prevalence of foreign technology licensing 

6.02 Firm-level technology absorption 

8.03 Capacrty tor innovation 

8.04 Availability of new telephone linos 

8.05 Extent of business Internet use 

Pillar 9: Government Usage 

9.01 Government success in ICT promotion 

9.02 Availability of online services 

9.03 ICT use and government efficiency 

9.04 ICT pervasiveness 

9.05 E-Participation Index 
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Annex B: Ukraine's country profile 



Below is Ukraine's country profile taken fiuni Tlic Gtobiil 
InforiiMtion Ttxbnohgy Rqwri 2007-2008. 



Key indicators 

Population (millions), 2006 . 46 0 

Gross domestic product IPPP, USS) per capita, 2006 7,831.9 

Internet users Iper 100 inhabitantsi, 200B 12.1 

Internet bandwidth (Mbps per 10,000 inhabitants), 200G 0 2 

Networked Readiness Index 

Ygar Inumliw at •coiwmM Rmk 
2t)«7-2IW (1Z7) 70 

200b 2007 (122)...-. 75 

2005-2006(1151 76 

Global Competitiveness Index 2007-200B (131 1 .,.„„ 73 

Environment Component 70 

Market envirannwiit „ _ 94 

1.01 Venture capital availability, 20O7 „ 56 

1 .02 Financial market sophistication, 2007 _ B8 

1 03 Availability of latest technologies, 2007 95 

1 M State o( cluster development 2007 _ _ _ B6 

1 05 Utility pate nts*. 2006 , 56 

1 .06 High tech exports' , 2005 „ 58 

1.07 Burden of government regulation, 2007 .„.,>.,....,m,.......101 

1.08 Extent and effect o( taxation, 2007 _ _ 119 

1 .09 Total tax rate*. 2007 _ 100 

1.10 Time required to start a business*, 2007 59 

1 1 1 Number of procedures required to start a business*, 2007 74 

1 12 Intensity of local competition, 2007 

1 13 Freedom of the press, 2007 „ „ 



- 92 

...,.„ 77 

1 .14 Accessibility of digital content 2007 73 



Political and ragulatory eRvlroimieiil M 

2 01 bftecttveness of law-making bodies, 2007 _,.,„,..106 

2 02 Laws relating to ICT, 2007 „ „ „,.,„ 80 

2 03 Judicial Indepandance, 2007 „ „ 107 

2.04 Intellectual property protection, 2007 107 

2-05 Efficiency of legal framevyork, 2007 „..,„,.. , 108 

2.06 Property rights, 2007 ,.,„ „ „ ...,115 

2.07 Quality of competition in the ISP sector, 2007 109 

2.08 Number of procedures to enforce a contract* , 2007 15 

2.09 Time to enforce a contract* , 2007 „ 25 

Inlraslrttclure environment ,.„__,..^,^_,^_>__„_„_,_42 

3 01 Number d( telephone lines*. 2006 .47 

3.02 Secure Internet servers', 2006 „ „ 85 

3 03 Electricity production", 2004 „ 50 

3.04 Availability of scientists and engineers, 2007 69 

3.05 Quality of scientific research institutions, 2007 „ 58 

3.06 Tertiary enrollment* , 2005 _ _ 16 

3 07 Education expenditure*, 2005 „ 51 



Readiness Component 72 

lidlvldaal Readiness , ,___„_„_.»...58 

4.01 Quality at malh and science education, 2007 42 

4.02 Quality of the educational system, 2007 „ 45 

4.03 Internet access in schools, 2007 77 

4.04 Buyer sophistication, 2007 BO 

4.05 Residential telephone connection charge*. 2006 73 

4 06 Residential monthly telephone subscnption*, 2006 B6 

4.07 High speed monthly broadband subscription*, 2006 53 

4.08 Lowest cost of broadband*, 2006 „ 54 

4.09 Cost of mobile telephone call*, 2005 „ „ 85 

Business Readiness _.m_.-,»_,>_.>_.>.,»-_..^,>_.~...SO 

5.01 Exiuril of staff Uaining, 2007 _ 96 

5.02 Local availability of research and training services, 2007 ...83 

5.03 Quality of management schools, 2007 ......„.„ 82 

5.04 Company spending on R&D, 2007 66 

5.05 Umversity-industry research collaboration, 2007 B3 

5.06 Business telephone connection charge* 2006 92 

5.07 Business monthly telephone subscription*, 2006 66 

5.08 Local supplier quality, 2007 78 

5.09 Local supplier quantity, 20O7 54 

5.10 Computer, communicatiofis, and ot^er services imports*, 2005. 61 

Governnient Readiness .-,.,.,-..,91 

B.Ol Government prioriti/ation of ICT, 2007 „ „ 112 

6.02 Gov t procurement of advanced tech products, 2007 74 

6.03 Importance of ICT to government vision of the future, 2007. .116 

6.04 E Government Readiness Index*, 2007 41 

Usage Component.. «*<«a*«a««»eMWw<w >»« * *• • 71 

Individual Usage -. ,— . .,._-.„.«....— ,....„.,..,-...54 

7.01 Mobile telephone subscribers* , 2006 22 

7.02 Personal computers*, 2006 _,..™,.._ 80 

7.03 Broadband Internet subscribers*, 2006 - 62 

7.04 Internet users*, 2006 „„ 76 

7.05 Internet bandwidth", 2005 _ 95 

Business Usage. ... „ . „ 90 

8.01 Prevalence of foreign technology licensing, 2007 Ill 

8.02 Firm level technology absorption, 2007 90 

8 03 Capacity for innovation, 2007 „ 40 

8,04 Avsilibility of new telephone lines, 2007 101 

B 05 Extent of business Internet use, 2007. „ _ 76 

Govemniant Usage 67 

9 01 Government success in ICT promotion, 2007.,. 107 

9.02 Availability of government online services, 2007 61 

9.03 ICT use and government efficiency, 2007 _ 91 

9.04 Presence of ICT in government offices, 2IXI7..-...-....„ 104 

9.05 E-Pardcipation Index* , 2007 „ „ 14 

* Hird data 
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CHAPTER 6 



Measuring Ukraine's Travel 
& Tourism Competitiveness 



JENNIFER BIANKE 

Worid Economic forum 



Over the p.isc several dccjdes. I ravt-l &: lourisiii ( I &' 1 ) 
has ukcn its place as a key sector in the world econoiiiy. 
Today, it is widely recognized that ihe T&T' industry has 
hci iime .1 t ritu al source of economic growth and devel- 
opment in many national economies, providing the 
potential to move up the value chain. 

The year 2006 saw 842 miiUon tourist arrivals 
amund the world, generating tourism receipts of US8 
6H2.7 billion.' The World Travel & Tourism Council 
(WTTC) estimates that, from direct and indirect activities 
combined, the T&T sector now accounts for 10.4% of 
global GDR 12.2% of world exports, and 9.5% of worid 
investment.' 

The industry is one of the worlds largest economic 
activities. In addition, it is the main industry in many 
countries, as well as the fastest-jjruwinj; economic sector 
in ternts of foreign exchange earnings and job creation 
according to the World Tourism Organization (UNW l O). 
Travel &■ Tourism is an important driver of growth and 
prosperity, as well as an important eniploynient and foreign 
rcveiuu' generator. 

Ukraine's tourism industry has a long history, attracting 
numerous travelers since the 19th century, particularly to 
resorts in Crimea and Odessa. Today, the country continues 
to h.ivc much to oflcr, including the beauty of its landscape 
in are.is vucli as the Carpathian Mountains, and the historic 
sites of cities such as Kyiv and I viv. 

Ukraine has seen a significant increase in the arriv.d 
of foreign tourists in recent years. Figure 6.1 shows the 
evolution of Ukraine's tourist arrivals and tourism receipts 
since the mid- 1 Wl is. The figure shows a more than five-fold 
increase in tourist arrivals, from approximately 3.7 million 
in 1995 to ncariy 19 million foreign tourists in 2006. 
Tourism receipts from this activity have ako surged from 
USS 191 million to nearly USS 3.5 billion over the period. 

To plate this evolution in context. Table 6.1 compares 
Ukraine's current perloriiiance on these indicators to a 
selection of comparator countries from the region. The 
first column of the table shows that Ukraine is attracting 
large numbers of tourists by regional standards, with one 
of the highest numbers of foreign travelers in 2006, 
comparable to those registered in Russia and Turkey, and 
well .diead of many other countries. However, the second 
column shows that the actual financial receipts from this 
activity bgs behind most other countries, in most cases 
substantially so, The third column in the table effectively 
demonstrates this: the receipts earned per tourist in 
Ukraine l.ig well behind .ill other countries in the table, 
with the country earning only USS 184 per tourist, 
compared with nearly twice that value in Russia and 
more than tour times in furkey, C'roatia and Koinaniu. 

One explanation of this pheiu>nu-iion is that .ipprox- 
iniately 64J"n of foreign visitors are frinn the C'lS (mainly 
Russia, Bebrus and Moldova) and the great ni.ijority of 
EU visitors to Ukraine come from neighboring Poland, 
Hungary and the Slovak Republic. Western European 
visitors remain limited." These visitors are not making 
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the rj'pes of larger expenditures that might be expected 
from the higher-income European countries cravehng 
from fartlier away, and wlio constitute a larger propor- 
tion of tourists in many of the comparator countries 
shown in the table.' 

More generally, tourism accounts tor a relatively 
small proportion of the Ukrainian economy, both in 
terms of its contribution to ov'enill gras domestic product 
(GDP) and employment. In 2007 theTitT industry 
directly contributed 1.9% of GPP, directly employing 
313 thoiis<nid workers (accounting for just l.5''i> of total 
cmploynjcnt). These figures arc significantly lower than 
in many other countries in the region, as shown in Table 
6.1. Although Ukraine attracts a siniibr number of foreign 
tourists as Russia and Turkey, the industry's contribution 
to GDP of USS 2.2 billion is significintly lower than 
Russia's USS 13,6 bilUon and Turkey's USS 2<».9 billion. 
.■\t Ukraine's T&T industry contributes less than 

most coinitries shown in the table, with the exception 
of Lithuania and Russia, and far less than Croatia, 
Estonia and Hungary. The picture is similar with regard 
to employment by the sector, with all countries except 
for Lithuania and Russia employing a larger percentage 
of the workforce, in several cases by a significant 
margin. 

Over.dl, the data show that Ukraine is not benefiting 
from the tourism industry to the extent that one might 
expect given its natural assets, historical tourism experience 
and favorable geographical location in the heart of 
Europe. Despite the important potential for cultund and 
environmental tourism development in Ukraine, a number 
of obstacles are hindering the sector's attractiveness as a 
location for developing the T&T sector. This chapter 
will provide an overview of the fS. I' competitiveness 
landscape in Ukraine, highlighting those areas requiring 
attention to improve the outlook for the sector going 
into the future. 



6.1 The Travel & Tourism 
Competitiveness Index 

Despite the cntiial importance of the T&T sector, a 
variety of national regulatory and other obst.icles remain 
in many countries, hindering its development. The 
World Economic Toninj (the Forum) together with 
leading organizations and companies from the T&'T 
industry, have worked together to de\'elop the first-ever 
Travel & Tourism Competitiveness Index (TTCI), which 
is at the heart of the Forum's annual Traivl & Toiirisiii 
Coiiipfiilwi-iu'si Ri-pori series. T he I' TCI makes it possible 
to identify specific lev'crs for improving T&T competi- 
tiveness in countries around the world. The analysis 
piuvides an opportunity for the T&T industry to highlight 
to national poUcymakers the obsucles to T&T competi- 
tivenefii that require policy attention, and to enable dialogue 
between the private and pubUc sectors for improving 
the environment lor developing the T&T industn,' at the 
national level. 

The TTCI aims to measure the factors and poUcics 
that make it attr.ictivc to develop the T&T sector in 
ditlerenl countries based on three broad categories of 
variables that facihtate or drive T&T competitiveness. 
These categories are summarized into three subinde.tes: 
(1) the T&T regulatory framework, (2) the T&T business 
environment and iiifr.istructure, and (3) the T &T human, 
cultural and natural resources. The first subindex captures 
those elements that are policy- related and generally 
under the purview of the government; the second 
subindex captures elements of the business environment 
and the "hard" infra-structurc of each economy; the tliird 
subindex captures the human, cultural and natural elements 
of each country's rcs*»urce endowments. 

Each of these three stibindexes is composed of a 
number of pillars of T&T competitiveness, of which 
there are 14: 
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Table 6.1 Intemalional tourism data for Ukraine and comparator countries, 2C06 



tntomalioiial latomatioiial Ibariani receipis 
tourist arrivals tourism receipis per loiirist 



Tourism industry GDP 



Tourisin industiv efnployment 
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%ot total 
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%ai total 


Croatia 
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7,902 
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4,029 


85 
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9.7 


Estonia 
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3il 


17 
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Hungary 


9i59 
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4,410 


3,3 


199 


5.0 


Ulhuania 


Z1B0 
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478 


482 


1.3 


IB 


1.1 


Poland 


15,670 


7,239 


462 


7,238 


1.9 


277 


1.9 


Romania 


1,380 


1,238 


Ml 


3,100 


2.1 


286 


34 


Russian Fed 


20,199 


7,025 


348 


13,613 


11 


684 


1.0 


Turkey 


18^16 


16,853 


891 


20,950 


4.9 


644 


18 


Ul<raine 


18,936 


3,485 


164 


2.198 


1.9 


313 


1.5 
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Figure 6.2 CDmpositian of ths three subindexes of the I TC 
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fi. Air transport infrastructure 

7. Ground transport infrastructure 

8. Tourism infrastructure 

9. ICT i nfr.isc rue cure 
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Figure 6.2 sunimarizcs the structure of the overall 
Index, showing how the 14 pillars are allocated within 
the three subindexes. Each of the pillars is made up of a 
number of individual variables, of which there are more 



than 70. The dataset includes both hard data and sur\'ey 
data tram the World Economic Forums annu.il Executive 
Opinion Survey.' 

6.2 Ukraine in the Travel & Tourism 
Competitiveness Index rankings 2008 

Tiblcs ^1.2 thnwgh fL.S show the performance of Ukraine 
and selected comparator countries. .Also reported are the 
regional averages for the 15 European Union members 
prior to 21104 (EU for the 12 countries that have 
Joined the EU since 2004 (EU Accession 12),' and for 
the CIS countries.' 

Table 6.2 shows the Travel & Tourism Competitiveness 
Index results for Ukraine and selected contparators. 

The countries arc arranged by pcrtorniancc, showing 
that Ukraine receives a better assessment than the average 
performance of the CIS countries, as well as that of 
Azerbaijai) and Kazakhstan shown in the table. However, 
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T&T business envirDnment 
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Rank 
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United States 


7 


5.28 


49 


475 


1 


5.58 


2 


5.52 


EU15 




S.lt 




5.47 




&0f 




4.82 


Estonia 


26 


4.85 


18 


541 


IB 


4.91 


49 


4.22 


Malaysia 


32 


4.63 


37 


5.04 


39 


4^ 


23 


4.SS 


Hungary 


33 


4.6D 


19 


540 


41 


4.18 


50 


4.21 


Croatia 


34 


4.S9 


39 


5.02 


38 


4J2 


32 


4.43 


£U Accession 12 




4.« 




508 




4.24 




4.18 


Lithuania 


47 


4.33 


31 


5.21 


4$ 




74 


3.79 


Brazil 


49 


4.29 


84 


411 


67 


3.55 


6 


5.21 


Chile 


51 


4.27 


45 


4.86 


54 


3ja 


S4 


4.14 


Turkey 


54 


4.19 


56 


457 


57 


3.73 


44 


4.28 


Mexico 


55 


4.18 


71 


4.30 


61 


3.62 


19 


4.62 


Poland 


56 


4.18 


50 


4.51 


62 


3.62 


34 


4.42 


Argentina 


58 


4.17 


B5 


4.44 


84 


3.57 


27 


4.50 


China 


62 


4.06 


103 


391 


70 


3.45 


13 


4.81 


Russian Federation 


64 


4.04 


80 


4.21 


65 


3.56 


38 


4.35 


India 


65 


3.99 


107 


378 


59 


3.70 


26 


4.50 


Romania 


69 


3.88 


72 


4.29 


66 


3JS 


73 


3.79 


Ukraine 


77 


3.76 


53 


453 


78 


124 


100 


3.51 


Aierbalian 


79 


3.72 


62 


4.49 


78 


124 


tos 


3.44 


CIS 




163 




140 




292 




3.57 


Kazalchstan 


91 


3.61 


B1 


4.50 


96 


2.94 


112 


3.39 



it trails M othiT i oinparator l ouiitrics, in many cases by 
a wide in.irgin.This is particularly true compared with 
the best performing transition economies shown, Estonia 
and Croatia, ranked 26th and 34th respectively, and also 
compared with the .iveragc performance of the EU 
Accession 12 countries. Ukraine also bgs behind the 
four large omergin}; economics of Brazil, Russia, India 
and China (the so-called BRICs). and quite substantially 
beltind its innnediate neighbors slum ii, with an eight- 
rank gap compared with the nearest-ranked Rumania. 

To understand why Ukraine's performance trails 
behind most conipar.Uors, the ne.v:t sections present ati 
analysis of the country's comparative performance in 
iMch ul the 14 pillars of the index. Comparisons are 
prim.irily Jr.iwn with the countries shown in the tables 
in this chapter, and additional country comparisons ol 
the fijil 130-country sample arc also made when relevant. 

Poliqr rules and regulations 

1 his pillar lapuires the c.vtent to which the policy envi- 
ronment is conducive to developing the T&T sector in 
each country. Governntents can have an important impact 
on the attractiveness of developing this sector, depending 
on whether the policies they create and perpetuate support 
or hinder the sector's development. Sometimes well- 
intentioned pohcies can end up cre.itini; red tape or 
obstacles that have the opposite ctlect than that which 
intended. 

In this pillar. Ukraine is ranked lOflth, or third-to-Lst 
out of all countries shown in T.ible fi..^, followed only by 



India and Russia. This stands in strong contrast to the 
countries with the most T&T-friendly regulatory cnvi- 
re>nments such as Malaysia (12th), Chile (IKth) and the 
United States (19th), as well as most transition economies 
shown in the table. 

Although Ukraine does moderately well in the (op 
half of the rankings with regard to the business start-up 
environment, ranked 62nd and 44th in the time and 
cost required to start a business respectively, most other 
aspects of the policy environment are hindering the 
development of the T& T sector. In particular, foreign 
ownership and foreign direct investment are not 
encouraged (ranked 12.^rd). Foreign ownership of bnd 
is prohibited and property rights are nut sufficiently 
pmtcctcd (1 ISth).With regard to tourism-specific policies, 
the biLiteral An Service .^greeulents mto which the 
country has entered are not deemed to be open, limiting 
competition in the air transport sector. In addition, the 
visa regime is somewhat restrictive, requiring visas from 
80"* of UN countries, although less so than in several 
other countries, such as Rus.sia and India. The abolition 
of visit requirements for most Western visitors as of 2< Ml5 
has been an important step in the right direction of 
facilitating entry of tourists into the country. 

Improvements are expected in the poHcy arena in 
the years ti> come, given the required structur.il reforms, 
deregulation and liberalization that must be carried out 
in the course of accession to the World Trade Orgaiuzation, 
and as it strengthens its relationship with the EuR>pean 
Union. If implemented, such reforms should have positive 
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Table 63 Ukraine in the Travel & Tourism Competitiveness index 2008 Regulatory framework 
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effects for the T&T industry as well as many other sectors 
of the cconoiny.Thc question remains as to how quickly 
the policy reforms will be implemented. 

Environmental susta inability 

The importance of the natural environment for pruviditii; 
an attractive location for tourism cannot be overstated. 
It is clear that policies and (actors enhancing environ- 
mental sustainabiliry arc crucial for ensuring that a 
country will continue to be an attractive destination 
going into the fviturc. 

Ukraine is ranked S3rd out of 130 countries in this 
pillar. This is well behind the best performers shown in 
the table, most notably Lithuania (I8th). Hungary (23th) 
and Brazil P7th), although it is better a»es,scd than 
some countries mcludmg Mexico (83tl»),'lurkey (Wili), 
the United States (IllOth), and China (1 lOth). 

In general. Ukraine's environmental regulation is not 
seen to be sufficiently stringent (1 14th), nor enforced 
(1 inth), and the goverinnent is not perceived to be 
prioritizing the development of the sector in a sustainable 
way (12ltth). However, on a more positive note the 
government is making some etVorts with regard to 
internatioiial environmental treaty ratification, having 
entered into many of the key agreements, thus signaling 
its intent to focus on envinnunental concerns. 

With regard to environmental "outputs" related to 
environmental regulation. Ukraine suffers from a high 
level of carbon dio.vide emissions (ranked 87th). and a high 
percentage of the country s known fauna is threatened 



with extinction. .\ focus on developing the sector in a 
more cnv-ironmentilly su.stainable w.iy should be prioritized 
given the importance of the quality of the environment 
for Ukraine's potential resort and mountain tourism. 

Safety and security 

The physical satety environment within a country is 
a critical lactor determining the competitiveness ot a 
country's T& T industry. Tourists .ue likely to be deterred 
fium traveling to dangerous countries or regions, making 
thcT&'T sector less attractive to develop in those places. 
This is another area ret|uiring attention in Ukraine, 
ranked 93rd overall on this pillar. 

Ukraine ranks well ahead of the large BRIC economies 
in this area, most particularly Russia and Brazil, both 
ranked near the bottom of all countries for their security 
environments. Howc\'cr, Ukraine receives a worse .isscsaiicnt 
than all other European countries from the region shown 
in the table, most notably Estonia and Hungary, ranked 
26ih and 28th. respectively, and behind the average of all 
CIS countries. 

Crime and violence is of some concern in Ukraine 
(ranked 72nd), although less so than in countries such 
as Brazil, China, Poland and Russia. Somewhat more 
worrisome is the perception that the police cannot be 
relied upon to provide protection fixsin crime (1 04th). 
ranked just behind i londuras and South .\trica out of 
the hill 130-cout»rry sample. In addition, sinnkir to sewral 
countries in the region, Ukraine's roads are dangerous: 
the number of accident-related deaths is so high as to 
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pl.Rc Ukniiilf Will on tliis iiuin itni, uinliuibtcdly related 
to tlif poor qiulir\' ot tho ro.ul iiitr.isir lu riirc, iis iliM-iissi-d 
below. 

Health and hygiene 

As well as s.itety from violence, satct)' from illness and 
the avaiLibiliry of healthcare services is also an important 
factor driving T&'T competitiveness. This is an area of 
competitive strength for Ukraine, which is ranked a high 
17th in this pillar. Just ahead of FinLind and Italy, as well 
as most other countries shown in the table, and signifi- 
cantly ahead of the CIS average. 

Most Ukrainians have access to improved drinking 
water and s.>iiitation, similar to the situation in countries 
such as Estonia and Hungary. In addition, Ukraine boasts 
so many hospital beds per capita as to place the country 
,Vd worldwide, behind only Japan and Russia on this 
indicator. The physician density in the country places it 
30th, just ahead of Denmark and Ireland. 

Prioritization of the T&T sector 

The e.xtent to which the government prioritizes the 
T&'T sector also has an important impact on T&T 
competitiveness. Uy making it clear that T&T is a priority 
sector, and by reflecting this in its budget priorities, the 
government can channel needed funds to essential 
development projects. It also sends a signal of its intentions, 
which can have positive spilk)Ver effects, such iis attracting 
flirther private investment into the sector. 

Ukraine's ranking of 96 on this pillar places it third 
to last out of all countries shown in Table 6.3. followed 
only by .Azerbaijan and Romania, and with a medi.iii score 
of 3.76 just bclcnv the CIS average. The details present a 
mixed picture, with both weaknesses and strengths, 

Most piubleinatic is the businesi community's perception 
that the government is not prioritizing the sector, with 
Ukraine ranked I20ch on this indicator near the bottuni 
of all 130 countries covered. In addition. Ukraine's 
marketing and branding to attract tourists gets very poor 
marks (1 12th). similar to a number of other countries in 
the region. 

However, there are positive aspects as well. The 
country is represented at several international tourism 
fairs, where Ukraine directly markets itself as a tourism 
destination. Further, despite perceptions about a lack ut 
government prioritization, tourism is reflected in an 
iiliporlant way in the governiiieiil budget, accounting lor 
f>% of government spending, pLicing Ukraine 34th ovciall 
on this indicator, and ahead of most other comparator 
countries. This is alMj retlccted by the creation in 2f>iil 
of a state body to promote tourism, the State I'ourisin 
Administration of Ukraine (STAU), which aims to develop 
the secttir and overcome obstacles to its development. 

It appears that the government understands the 
importance of developing the sector and of tacklittg 
policy issues. Going forward, it will be importiint to 
articulate more clearly to the public .iiid the business 



community the iinpiir(aiu< .>f die UV 1 industry for the 
development of the Ukraiiii.iii i.\ unomy. 

Air transport inh-astructure 

High quahly and readily available air transj>ort infra- 
structure provides ease of access to and from countries, 
as well as access to destinations within countries. 

In this pillar Ukr.iinc ntnks 98th, below all other 
comparator ciuintries shown in T.ible 6.4, and with a 
score of 2.44, receives a worse asscs.snicnt than that of 
the CIS country average of 2. S6. The data show that 
Ukraine's air transport infrastructure lags well behind 
the large four HRIC economies, all of which are in the 
top halt or even the top third of the rankings, such .is 
Russia, ranked significantly higher at 33rd. Romania, (he 
Si-cond lowest ranked country in the table, is ranked a 
tilll ten places higher than Ukraine at SHth. 

Several ;ispects related to the quantity of available air 
transport in Ukraine arc relatively well assessed. The country 
benefits from tlie e.tislence of 48 operating airlines, pbcing 
the country a high 2'Jth on this indicator, similar to 
countries such as Mexico, Korea and Brazil. Ukraine ranks 
among the top half of all 130 countries covered for the 
scheduled .iv.uLible sc-at kilometers originating in the country 
{6(itli), higher than several other F.uropcan countries. 

However, quality assessments indicate the importance 
of investing to improve its overall functioning. The quality 
of the ovenill iiir trans|>ort iiitrastnictua' gets abysmal marks 
on this indicator, ranked 1 16th, just behind Zimb.ibwc 
and Guyana in the fiill country sample. In addition, from a 
busines travel pen^ective, the perception exists that the air 
tniiisporl iiet\\i>rk does not oiler good connections to 
the oversc.is markets that ofTcr Ukrainian businesses the 
greatest potential (ranked I2<)th),and is well behind all 
other comparator countries shown in Table 6.4. 

Clearly, upgrading the quality of the air transport 
network and improving the connectivity to key overseas 
markets should be a priority in developing the T&T 
sector in Ukraine. For this to take place, it would be 
helpfiil to provide more clarity in the policy environment, 
Currently, (he government's plans for developing (he 
sector remain somewhat ambiguous, with no clear policy 
agenda regarding the way tbrwan.1. w hich makes k diliicult 
to attract fiirther investment into the sector.'" 

Ground transport infrastructure 

I'ariitiilarly vital tor ctse of movement witliin (he country, 
as well as regional tourism, is the extcnsivcncss and 
quality of the country's griiund transport infrastructure. 

At 84th, Ukraine ranks somewhat better in this area 
than for its air traiLsport inlnistructiire. just behind Russia 
and Mexico, and .ihe.id of Argentin.i, Brazil and Kazakhstan, 
as well as the C'lS average of 3.13. On the other hand, as 
Table 6.4 shows, the average score of 3.24 places Ukraine 
well behind many of the other comparator countries, and 
not.ibly lower than the EU 15 and the EU Accession 12 
averages. 
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Table 6.4 Ukraine In the Travel & Tourism Competitiveness Index 200B Business environment and infrastructure 
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The worst .iscssmcnt in this pillar is for the quality' 
of the country's roads, for which Ukraine is ranked a 
low I Ifitli, just bc-hind .Mb.»ni.i .md Nigcri.i. Siniil.irly, 
the uverall domestic tninsport netwurk is not seen to 
offer efficient, .iccessible transportation to a wide range 
of travelers to key business centers and tourist attractions 
within Ukraine (ranked lll3rd).Thc general picture is 
chat the rtiads were for the most part built during the 
Soviet period and have not been sufficiently maintained, 
with few large highways. For example, the Kyiv-Odess;i 
highway is still under construction. This is clearly an 
area requiring investment to upgrade the transport 
infrastructure and improve the travel experience for 
travelers. 

A positive .ispect of Ukraine's transport infi-ast rue lure 
is to be noted, which is the quality of the country's railroad 
infrastructure, ranked higher at 3Ist.jusl behind Russi.i 
and 1 ithuania.Tlic r.iilw.iys currently pnwidc an important 
means ul transport in the country, given llie shortLomiiigs 
related to the road and air transport networks, although 
investment in this area would be useilil to ensure sufficient 
maintenance. 

Tourism infrastructure 

.As ucll as liic traiispnu iiifiastructure. the quality and 
av.ulability ot the tourism specific infrastructure is an 
important element ofT&T competitiveness. 

Ukr.iine is reUtively well as.scssed on this pillar, placing 
in the tt>p half of the rankings at ti2nd, and ahead of a 



number of other countries shown in Table f>.4 including 
Azerbaijan. Chile, China, Kazakhstan, India, Malaysia 
and Rus,sia. Ukraine's average scor- of .^.,^4 is also well 
ahead of the CIS .iverage of 2.10. 

With regard to car rental facifities. Ukraine benefits 
from the presence of five international tar rental companies, 
placing it in the top half of the rankings on this indicator 
at Stith. together with countries such as Chile, Lithuania 
and Ruvsia.Thc financial inffastructurc for tourists is 
also quite developed, with many ATMs available for cash 
withdrawal, placing Ukraine in the top third ot the 
rankings m ,Vlid, ranked just behind Hungary and the 
Slovak Republic. 

However, hotel rooms remain scarce by international 
comparison, ranked lii4th on this indicator, just behind 
Benin and Nepal, and followed directly by Moldova. 
C>uahty is a problem as well as quantity: in the main 
tourist are.is most of the hotels were built several decades 
ago and in substantial need of upgrading. 1 his provides 
ample investment opportunities in the area of hotel 
infrastructure in Ukraine. Sevei^il international hotel 
firms also h.>ve plans to enter Ukraine. Some improvements 
have already been seen, with investors taking interest in 
particular in Crimea and the Carpathians, rurther, since 
21 1'>7. travelers to Kyiv have benefited from the c.Kistence 
ot three five-star hotels. A construction ot particular 
note is taking place in Bukovel in the Carpathian 
Mountains, where there arc plans to spend USS I billion 
by 2(Mn to build a Wesfern-stvie ski resort.'" 
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ICT infrastructure 

Ciivcn tlic iiKRMsiiig impt)rtamc ot the online cnvimnmont 
for the modern TiVT industrN' for pl.niniiig itineraries 
and purchasing (ravel and accoiiiiiiodatiorui, th« quality 
of" the ICT infrastructure in each economy plays an 
important rule. 

ICT adoption has become an increasing strength in 
Ukraine in recent years. Ukraine places in the top half 
of the r.mkin}»s on this pillar, at 52nd, and ahead of all of 
the larye einerfjiiig URIC econoinies, except Russia, 
which is one rank higher at 5 1st place. Ukr.nnes average 
score of 3.IK> is also sigiuficantly ahead of the CIS average 
of 2.23, although it continues to lag somewhat behind 
the EU Accession 12 average of 3.94. 

With regard to telephony, Ukraine's coverage of fixed 
telephone lines pLaes the country 4Stli on this indicator. 
Even more impressive has been the uptake of mobile 
phones, which .ire now so prevalent as to place Ukraine 
22nd on this indicator, in the company of such well- 
networked countries as Denmark. Spain and Sweden, 

Internet uptake has been a bit less rapid in Ukraine, 
with Internet users ranked 78th, and businesses not yet 
seen to be using the Internet extensively for carrying 
out business transactions (ranked 77th, just behind 
Colombia and Kenya on (his indicator). Broadband 
peitetration has been somewhat more successftil, with 
Ukraine ranked 63rd for broadband Internet subscribers. 

Given the importance of the internet for developing 
a modern VSi'l industry, it is encouniging to see (he 
progress being made in areas such as telephony. However, 
etforts sliould be- made to make the society' mote networked 
ready, something that would benefit the development of 
the T&T industry as well as most other industries and 
Ukraine's economy as a whole. For more details on 
Ukraine's networked readiness, see Chapter 5. 

Price competitiveness in the T&T industry 

C'omparative prices are another key element ofT&T 
competitiveness, with lower costs increasing the attrac- 
tivencw of stjme countries for many tr.wclcrs. 

This is a clear competitive disadvantage for Ukraine. 
As shown by Table 6.4. ranked I 15th. Ukraine receives 
the worst assessment out of all comparators shown in 
the table. Its score of 3.94 is well bclovi- that of the CIS 
average of 4.6, and just slightly ahead of the average of 
the EU 15 group of expensive rich countries. 

Ukraine's poor rating for price competitiveness 
comes despite the country's very low comparative price 
level, also taken into account, and which places Ukraine 
22nd out ot all countries and ahead of all comparators 
shown in Table 6.4 except for China and India. The 
overall low ranking is driven by a number of other factors. 

An important factor in the tourism transportation 
sector is fuel prices, which are relatively high in Ukraine, 
ranked 68th overall. More strikingly, ticket taxes and .tirport 
charges, which increase the cost of airline tickets, are 
high enough to rank Ukiviine S7th out of all countries. 



More generally, the level of taxes in the coiiiiir'. m v_en 
to be quite disJortive in making btisiness and pur* hasing 
decisions, placing the country near the bottom of (he 
overall rankings at 122nd. Finally, hotel prices in Ukraine 
arc- very high by international stmdards. with the country 
ranked I 12th, ranked just behind France and (jatarThis 
is hkely related to the shortage of hotel rooms. 

To summarize, despite a Iciw overall price level in the 
country. Ukraine proves an expensive tourist destination. 
This is attributable in part to a number ot taxation and 
poUcy-related issues, which if addressed could improve 
Ukraine's price competitiveness. Given the low spend 
per tourist, lowering prices would not likely lead to a 
reduction in overall tourism receipts and would improve 
the overall outlook for the industry. 

Human resources 

U is also very important to have well quahfied and 
healthy workers in the economy, ensuring that the T&T 
industry has access to the human resources it needs to 
develop and grow. 

This is an area where Ukraine, ranked 80tli. lags 
behind .dl other comparator countries shown in Tabic 
6.5 with the exception of India. The margin with most 
other countries is rather wide, with Turkcv. the next- 
lowest ranked country placed seven ranks higher at 
73rd, and most other countries well in the top half of 
(he rankings. Ukraine's score of 4.87 in (his pillar is also 
lower than that of the average of 4.92 for CIS countries. 

The human resources pillar comprises two components; 
education and training, and the avaibbility of qualified 
labor 

Ukraine is ranked 77th for education and training. 
While the quality of the educational system gets reasonable 
marks, pbcing Ukraine 47th, ranked just behind Russia 
and ahead of Poland and s<-vcral other Euwpcm countries, 
educational attainment bgs by international standards. 
The gross secondary school enrolment rate places 
Ukraine 54th out of all countries, which is somewhat 
low compared to other transition economies. Of greater 
concern is (he low net primary education enruhnent 
rate of just over 83%, which places Ukraine t05th out 
of 13li couiilries. 

Abo of concern is the lack of staff training provided 
to ensure (he con(inuous learning on-(he-job (asks for 
workers. Ukraine is ranked 98th for the extent of staff 
(raining provided by companies, and 85(h tor (he avail- 
ability of specialized research and training services. 
Clearly, efforts should be made both to increase enreilment 
rates in the forma] educ.itional system as well .is improve 
on-the-job training to better prepare the Ukrainian 
labor force to work in the T&T sector. 

Ukraine is placed in the middle of the overall rankings 
on the "availability ot qualified labor" component, at 
68th, and ahead of several of the comparator countries, 
including Russia (ranked 91st) and Turkey (ranked 85th). 
The main strength in this area for Ukr.iine is the high 



The Ukraine Competitiveness Report 2008 <£) 2008 World Economic Forum 



Table 6.5 Ukraine in the Travel & Tourism Competitiveness Index 200B Human, cultural, and natural resources 
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flexibility in the economy for hiring iind firing workers 
(ranked 16th), which makes it easier for companies to 
ensure that they Iwve the riglit employees in the necessary 
pusitiuns. However, hiring of foreign labor, particularly 
importiinc in thcT&T nulostry given its seasonality 
characteristics, is highly restricted in Ukraine, placing 
the country' 1 07th on this indicator. This is particularly 
problematic given the decUne in the population since 
independence and the continuing (lows of emigration. 

There are alsio concerns related to the health of the 
workforce in Ukraine, as indicated by the low life 
e.xpectancy of 68 years, which places the country 91st 
on this indicator, well behind most European countries. 
I'uur health clearly limits the availability uf qualified 
workers in the country, something p.xrticularly imporunt 
to address given the ditUculty of hiring workers from 
abroad. 

Affinity for Travel & Tourism 

1 Ins pillar measures llic c.Mciil lu which the country 
and society are open to tourism and foreign visitors. It is 
clear th.it the general attitude of the population to travel 
and to foreign visitors has an important impact on T&T 
competitiveness. 

Ukraine is placed within the top half of the overall 
ranking in this pillar, at 'Ond place. I.ible 6.5 <.1kiws that 
it receives a better as.sessiiicnt than most comparators, 
and is well ahead of countries such as China, Hungary, 
I'uland, Russia and the United States. Ukraine's score of 
is just barely behind the EU l.S score of 4.89, 



demtuistrating that regionally, this should be seen as a 
comparative advantage. 

The attitude of the popubtioii towards tourists, while 
ranked 1 17th, receives a rebtively high score of 5.88 out 
of 7, and better than a number of other comparator 
countries sue li as Russia (ranked 127lh).and Pobnd (at 
128th). In addition, when business leaders in Ukraine 
were asked whether they would recommend extending 
the business trip of an important business contact for 
leisure purposes, they responded quite positively, with a 
score of 5.f>2, and a rank of ?)8, similar to the responses 
ill the Czech Republic .nid India, And as indicated by 
d.-ita on the overall openness of the economy to tourism, 
Ukraine is ranked a rebtively high 43th, higher than 
most comparator countries. Overall, Ukraines artinity 
for Travel & lourism is a relative strength to build upon 
in boosting the sector's prospects. 

Natural resources 

C^ountnes able lo olVer travelers access to natural assets 
clearly h.ive a competitive advantage with regard to 
developing their T&'T industries. 

Ukraine is ranked 1l)4th on this pillar, not tar behind 
Hung,iry, Lithuania and Romania and ahead of.^zerbaijan 
(1 10th) and Kazakhstan (1 15th) among countries shown 
in r.ible f>.5. Ukniine is endowed with ont- Wtirld Hcrtt,ige 
natural site (the Primeval Beech Forests of the CTarpachians), 
placing the country 3'7th on this indicator, along with 
Croatia, Hungary, Poland, Rumania, Slovenia, and ahead 
of several of the countries shown in Table <>.5. In .iddition, 
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there jff a niiinber of otlu-r ii.iiiii.il sites on tlx.- tt-ntativc 
list being evaluate*! by UNFSt'C). Ukraine has relatively 
rich fauna by regional ■■tanilanis. ranking the country 77th. 
Minilar to countries such as Germany and Portugal. 
Clearly, there are a number of natural endowments that 
lend strength to Ukraine's natural resource otVcring for 
tourists. 

However, related to the discussion .tbout cnvironntcntal 
susuniability. the niain weaknesses in this area are related 
to the protection ot the natural environnieiit. Ukraine 
protects only 3.4% of its national land area, placing the 
country ItKJth on this indicator. Hy comparison, Lstonia 
ensures 31% of protected areas (ranked Sth), Poland 
27.1% (ranked 14th). the United States 23.2",. (ranked 
l'>th). and Brazil 18.7% (ranked 28th). In all of Europe, 
just eight countries have less protected land area than 
Ukraine, including countries such as .Mbania, Moldova, 
and Bosnia and Herzegovina. Perhaps related to this 
point, the quality of the natural environment does not 
receive a very positive assessment, ranked near the bottom 
of all coinitries, at 121st. t )nly two countries shown m 
Table 6.5 receive a lower rank; Mexico and China. 

Overall, this reinforces the importance of placing 
a stronger emphasis on the protection of the natural 
envimnment in Ukraine to protect its n.itural resources 
going into the future. 

Cultural resources 

The cultural resources at each country's disposal arc als<i 
a critical driver ofT&T competitiveness around the 
world. Ukraine ranks 84th on this pilbr, behind most 
ctiunlries shovMi in table d ri.but ahead ol .Azerbaijan 
and Kazakhstan; with a score of 1.95, it receives a better 
assessiiieiit than the CIS country average of 1.88. 

Ukraine receives a relatively good assessment for its 
cultural endowments, ranked among the top half of all 
countries at 54th for its three World Heritage Cultural 
Sites (Saint- Sophia Cathedral in Kyiv. the Historic Centre 
of Lviv and the Struvc Geotctic Arc). With regard to 
business travelers, it has been able to attract a number of 
international fairs and exhibitions to the country, ranked 
7t»th on this indicator, ahead of several other transition 
economies. 

In terms of other attributes. Ukraine does not have 
high sports stadium capacity (ranked 8Sth on this indi- 
cator), but num* so than sewral ofrhc comparator countries, 
such as Kazakhstan (ranked '>2nd), Kussia (ranked 106th), 
China (ranked 1 24th), and India (ranked 12Rth). In this 
context, the decision by UEFA to hold the Euro 2012 
tournament in four cities in Ukraine' (and Poland), 
calling the country a "worthy winner", and citing the 
strong tradition of football in the country, sends an 
important signal abt>ut Ukraine's capacirs- for hosting 
such international sporting events." The consequent 
investment in upgrading stadium iiifrastrucnire. as well 
.IS transport and tourism infrastructure to prepare the 
countrv tor the touriianient should have positive spillover 



elTects tor Ukranie's tourism sector as a whole once the 
tournament is over. 

Ovendl, cultural resources can be seen .is a relative 
strength to be built upon and reinforced going into the 
future, which is already taking place. 

6.3 Conclusions 

With its long history of .ittracting tourists and its many 
natural and cultural endowments, Ukraine has clear 
strengths to build upon in developing its travel and 
tourism industry. However, as we h.ive seen in this 
ch.iptcr, a number of obst.iclcs are hindering the country's 
travel and tourism competitiveness. These include cre-ating 
a policy environment that is more conducive to the 
development of the TiVT sector, including strengthened 
envirutnnental legislation, as well as upgrading the 
country's transport and tourism infrastructure. 

Removing the e.xisting obstacles and creating a more 
conducive TA T industry eiivininment will require offiirts 
by both the public sector in areas such as improving 
regulation, .is well .is the private sector for channeling 
investment, for example. Sluudd these areas be addressed 
there is cverv rcison to expect Ukraine to sec a rapid 
development of its tourism industry and the related 
economic benefits ushered in by such development. 
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Annex A: Composition of the Travel & Tourism Competitiveness Index 



This appendix prm'idcs details about the construction of 
the Travel Tourism Competitiveness Index (TTC!).The 
TTCI is composed of three subindcxcs; thcT&T regulatory 
framework subindex: the TitT Iniaucss environment and 
inlrastructurc subindex; and the T&T human, cultural, and 
iiatiii^al resources subindex. These sub-indexes are, in turn, 
composed of the 14 pillars of T&T competitiveness shown 
below: policy rules and regulations, environmental sustain- 
ability, safet)' and securit>'. health and hygiene, prioritiution 
ofTravel & Tourism, air tr.iiisport inirastructurc, ground 
transport infrasiructuiv. tourism infrastriicture, ICT infra- 
structure, price competitiveness in the T&T industry, 
human resources. alTmity for Travel & Tourism, ii.itural 
resources, and cultural rcsourvcs.Thcsc pilbrs arc cilculatciJ 
on the kisis of both hard data and survey data. 

The survey data comprise the responses to the World 
Economic Fonitn's E.xecutive Opinion Survey and range 
from 1 to 7; the hard data were collected from various 
sources, which arc described in the Technical Notes and 
Sources section at the end of 'llic Inml & I'mrisin 
CompftiiUvnas Rt-ptv) 200S (TTCR). 

The hard data indicators uveil in the TTCI m nomubzed 
to a 1 to 7 scale to align them with the Executive Opinion 
Survey's re«.ills. The numK-rs preteditii; e.ich variable refer 
to the individati data ubics found in the Data Tables section 
oftheTTCR. 

Each of the pillars has been calculated as an unweighted 
average of the mJividual component variables. The subindexes 
are then calcuLited .ts unweighted averages of the included 
pilbrs. In the case of the human resources pilbr. which is 
composed of two subpillars (education and training and 
availability' of qualified labor), the overall pillar is the 
unweiglited .iwrage of the two subpillars. The overaU l TCl 
1$ then the un-wcightcd average of the three subindcxcs. 
The variables of each pilbr and subpillar are described 
below. If a variable is one of hard data, this is indicated in 
parentheses after the description. 



Pillar 3: Safety and security 

3.01 Business casts of terrorism 

3.02 Reliabiiitv of police services 

3.03 Business costs of crime and violence 

3.04 Road traffic accidents lhard data) 

Pillar 4: Health and hygiene 

4.01 Physician density jhaid data) 

4.02 Access to improved sanitation (hard datal 

4.03 Access to Improved drinking water (hard datal 

4.04 Hospital beds (hard datal 

Pillar 5: Prioritization of Travel & Tourism 

5.01 Govemment prioritization of the T&T industry 

5 02 T&T government expenditure (hard datal 

5.03 Effecbvoncss of marketing and branding to attract tourtsls 

5.04 T&T fair attendance lhard data) 



Subindex B: T&T Business environment 
and infrastructure 

Pillar 6: Air transport infrastructure 

6 01 Quality of air transport Infrastructure 

6.02 Available seat kilometers lhard data) 

6.03 Departures per 1,000 papulation lhard data) 

6.04 Airport density lhard data) 

6.05 (dumber of operating airlines (hard datal 
6.0S International air transport neAvork (hard datal 

Pillar 7: Ground transport infrastructure 

7.01 Quality of roads 

7.02 Qu ality of railroad infrastructure 

7.03 Quality of port infrastructure 

7.04 Quality of domestic transport network 

7.05 Road density (hard datal 



Subindex A: T&T Regulatory Framework 
Pillar 1: Policy rules and regulations 

1 .01 Prevalence of foreign ownership 

1.02 Property rights 

103 Business impact of rules on FDI 

1 04 Visa requirements (hard datal 

1 .05 Openness of bilateral Air Service Agreements (hard datal 

1.06 Transparency of government policymaking 

1 07 Time required to start a business (hard data) 
1.08 Cost to start a business (hard datal 

Pillar 2: Environmental sustainability 

2 01 Stringency of environmental regulation 

2 02 Enforcement of environmental regulation 

2 03 Sustainability of TST industry development 

2 04 Carbon dioxide emissions (hard data) 

2.05 Paitculate matter concentration (hard datal 

2.06 Threatened species lhard data) 

2.07 Environmental treaty ratification (hard data) 



Pillar 8: Tourism infrastructure 

B.01 Hotel rooms (hard data) 

8.02 Presence of major car rental companies (hard datal 

8 03 KMs accepting Visa cards lhard data) 

Pillar 9: ICT infrastructure 

9 01 Extent of business Internet use 

9.02 Internet users lhard data) 

9.03 Telephone lines lhard data) 

9.04 Broadband Internet subscribers (hard datal 

9.05 Mobile telephone subscribers (hard datal 

Pillar 10: Price competitiveness in the T&T industry 

10.01 Ticket taxes and airport charges lhard data) 

10 02 Purchasing power parity (hard data) 
10 03 Extent and effect of taxation 

10.04 Fuel price levels (hard data) 

10.05 Hotel price index (hard data) 
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Subindex C: T&T Human, cultural, and 
natural resources 



Pillar 11: Human resources 

Education eat iraiRing 

11.01 Priniaiy education enrolment {hard data) 

11.02 Secondary education enrolinenl lhard data) 
1103 Qiislity of the educatjonel system 

1 1 04 Local avaiiabilitv of specialized research 

and training services 
1 1 05 Extent of staff training 

Availabilily of qaalified labor 

1106 Hiring and firing practices 
1 1 07 Ease of hiring foreign labor 

11 OS HiV prevalence lhard data) 
1109 Business impact of HIV/AIDS 
11.10 Life expectancy lhard data) 

Pillar 12: Affinity for Travel & Tourism 

12,01 Todnsm openness (hard datal 

12 02 Attitude of population tosvards foreign visitors 

12 03 Extension of business trips recommended 

Pillar 13: Natural resources 

13.01 Number of World Heritage natural sitas (hard data! 

13 02 Protected areas lhard data) 

13 03 Quality of the natural environment 

13 04 Total known species (hard data! 

Pillar 14: Cultural resources 

M 01 Number of World Heritage cultural sites (hard data) 

14 02 Sports stadiums lhard data) 

14.03 Number of international fairs and exhibitions (hard data) 



Nots: 

1 T)iesianilardianTUalcrniineniiigMhhtidMBV«iii<B1Dllie1to7Kaleis: 

IcounUy acore -sample mliwnum) 

6x ' -+I 

I sampl* manimum - sa mpla minimum) 

The sample mimnuni and sample maiiniuin aie the iawect and hi^st scores 
of the ovanN arnipla lespectively. For iliMa Iwd dna mriaUes Iw wNcIt a 
highBi value indicatei a wma oulrnna (e.g., mad traffic acddents, fuel prioe 
levelsli VM raly on a nonnaliiallgn fonnila that, in addltnii tc ccrrigting the 
series to a 1 to 7 icale. reverses it, so that 1 and 7 siill correspond id the worst 
and best possible outccros respecii\«ly^ 

tcotintrv scare sample minlmuml 

-«x- :: +7 

(timpl* niiximuin- saniple mminium) 

In some jnMaiHH. a^usUiBib waie made to aDoouiit far extreme oudiers it 
the data. 
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How to Read the Competitiveness Profiles 
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This part of the report presents detailed information in 
the fortn of competitiveness profiles for: 

(i) Ukraine, 

(ii) the 1 7 comparator countries, and 

(iii) the 12 Ukrainian regions covered in Chapter 4. 
The next few p.in^'s cxpKnn how to resd each type of 
prulile. 



Ukraine 

O Key indicators 

The first section presents a selection of key production 
indicators for Ukrainc.Thc chart on the upper right-hand 
side displays the evolution oj Ukraine's gross domestic 
product (Cd")?) per capita adjured for purchasing parity 
(\'\'\') from \')')2 thmugli 2<Ml7.The black line repR-setits 
the aggregate performance of Huropc and central Asia 
region as per the World Uaitk's country classification. 
The dau for this section comes from the October 2007 
edition of the International Monetary Finid (IMF) 
World l:cciioiiiii- Outlook and the World Hank IliuW 
Detvlopmfiii Imlicators 2007. 

O Global Competitiveness Index 

This section details Ukraine's pertormancc on the various 
compoiieiics of the Global Competitiveness Index (GCI). 
The first column contains Ukraine's ranking among the 
131 couiurics covered by the CCI, while the second 
colunni reports the scorcs.The bar chart shows Ukraine's 
performance (blue bars) against that of the following 
comparators: 

• EU Accession (white dots); this corresponds to the 
average score of the 12 new members of the European 
Union (EU), namely Bulgaria, Cyprus, Czech Republic, 
Estonia. Hungary. Latvia. Lithuania. Malta, Poland. 
Koniania, Slovak Republic and Slovenia. 

• EU IS (black dots): this corresponds to the average 
score of the first 15 members of the EU, namely Austria, 
Uelgium. Denmark. Finland. France, Germany. Greece, 
Ireland, Italy, Luxembourg, Netherlands, Portugal, 
Spain. Sweden, and the United Kingdom. 

• Best performer (black-outlined white bars): this corre- 
^onds to the score achieved by the best pertorming 
country among all the 131 countries included in the 
GCI 2007-2008, The country name is indicated next 
to the bar. 



Ukraine 
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O The most problematic factors for doing business 

This chart sunimari/cs those factors seen by business 
executives as the most problematic for doing business in 
their country. Front a list of 1 4 f ictors, respondents wcr' 
asked to select the five most ptxjblematic ones, and to 
rank those from I (most problematic) to 5. The blue 
bars represent the combined percentages of responses of 
the 2(NI6 and 2ini7 editions of the World nconoinic Forum's 
Executive Opinion Survev (hOS). \s hile the white dots 
shows the a-sults of the 2004 edition of the EOS. 
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O The Global Competitiveness Index in detail 

I'.igcs 2 .ind .1 provide dcuilcd inform.ition an each 
Lumponcnt and each indicator included in the GCI. 

• ii.'H][if:Hii:i This column contains the title of each 
component jnd each indicator. Hard data indicators 
arc identified by an asterisk. Tor a full description of" 
all the variables entering (he GCI.plea!>e refer to the 
Appendix of Chapter 1 . 

• UEQ This colunin reports Ukraine's position among 
the 131 economies covered by the CCA 2(H)7-2iiOS. 
Next to the rank, a coloa-d square indicates whether ati 
indicator constitutes an advantage (■) or a disadvantage 
{■) for the country. For Ukraine, like for all econoiiiies 
ranked lower than .5(1 in the overall GCI. any individual 
variables ranked higher than 51 are considered as 
advantages. Any variables ranked lower than 50 are 
considered as distdvantages, 

• I^^QI This column reports Ukraine's score. For survey 
data, scores range from I (lowest) to 7 (highest). 

• G^EX^^QiHlSQ Por the s.ike of comparison, we 
icpoit the average scores of the Coninioiiweakh of 
Independent States' member countries (CIS), of the 
12 new EU members (EU Accession), and of the EU's 
first 1 5 members (EU 1 5). For more information, 
please refer to the Country Classifications page at the 
beginning of this report. 

• i:iMi'ja:nii;i,',n:i The two columns under this heading 
report the score and the name ol the best perlorming 
country. When several countries share the first rank, 
the number of countries is reported in the second 
column. 

• it'liiiiiiiii.'l I his column shows Ukraine's evolution in 
the score of each component and indicator. The first 
arrow ittdicaces whether Ukraine's score in the GCi 
2007-2rMl8 h.is improved (A), worsened (▼), or 
remained unchanged (=) compared to the 2iMi<>-2)i07 
edition. The second arrow indicates whether Ukraine's 
score in 2(M)(>-2ll<)7 has improved (A), worsened (▼) 
or remained unchanged (=) compared to the 2(H(.S- 
2006 edition. 

O The Networked Readiness Index and the Travel & 

Tourism Competitiveness Index 
I'age 4 shows the perforiiuiiice of Ukraine in the latest 
editions of two indexes developed by the World Economic 
Forum and disciis.sed in this report: the Networked 
Readiness liide.\ 2iMl7-2n(i8 presented in Chapter 5 and 
the Travel A' Tourism Conipetitiveness Index 2<«>H 
presented in Chapter 6. For both indexes, the s,ime 
preventatton as for the GCI is adopted. (See O above 
tor details.) 
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Comparator Countries 

O Key indicators 

The lirst seclion presents a selection o< key gruis 
domestic product (GDP) figures. The ch;irt on the upper 
righc-h jtid side displays the evolution of GDP per capita 
adjusted for purchasing parity (PPP) from 1992 through 
20117 lor the country under revR-v^ (blue hne). 'l he 
bbcic line represents Ukraine's peribrmancc.The data 
for iliis section conies from the October 2007 edition of 
the International Monetary F\nid (IMP) Ili'rM Economic 
Oullook. 



Argentina 



O Global Competitiveness Index 
This section details the country's performance in the 
various components of the Global Competitiveness 
Index (GCI).Thc first column shows the country's ranks 
among the 131 countries covered by the GCI 2007- 
20U8, while the second column presents the scores. The 
country's stage of development is indicated in the upper 
right-hand side. On the right-hand side, the chart shows 
the country's performance in the 12 pillars of the GCI 
(blue line) measured up against Ukraine's performance 
(gray line). 
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O The most problematic factors for doing business 

This chart s-ummarizes those factors seen by business 
executives as the most problematic for doing business in 
their country. From a list of 14 factors, respondents were 
asked to select the five most problematic ones, and to 
rank (hose from 1 (most problematic) to 5. For each factor, 
a dot indicates Ukraine's percentage for comparison. 
The information is drawn from the results of the 2006 
and 2007 editions of the World Economic Forum's 
Executive Opinion Survey. 

O The Global Competitiveness Index in detail 
Page 2 reports the country's rank on the components 
and indicators of the GCI. Next to (he rank, a s>'nibol 
indicates whether this rank is higher (+), lower (-), or 
the same (=) as Ukraine's. 
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Ukraine's Regions 

O Key indicators 

rhf lirsl SL'tlioii presents ,t sflcttion ol key indicators 
for the region. The liiu tor this section is derived from 
Ukraine in figures 2006 of tlie State Statistics Committee 
of Ukraine. 

0 Glabal Cotnpotitiveness Index 

1 his section details tlie region s performance in the 
various roniponcnts of the fllobal Competitiveness 
Index (C;C"I) 2<>ilf<. 1 he first column slmws tlie regions 
r.iiik among the 12 Ukraine's regions, while the second 
(okimn sliows its overall rank among the MA economies - 
12 regions and 122 countries - covered by the GCI. 
On the light-hand side, the chart shows the region's 
performance measured up against Ukraine's average 
perfiirniance (gray line). For reasons outlined in 
Chapter 4. the lOth pillar ot competitiveness, market 
size, is not reported here. 

O The most problematic factors for doing business 
This chart summarizes those iactors seen by busine^ 
executives as the most problematic for doing business 
in their region. From a list of 14 factors. R-spondents 
weie asked to select the five most problematic ones, 
and to rank those trum I (most problematic) to 5. 
The information is drawn fh>ni the Executive Opinion 
Survey conducted in the 12 regions in spring 2tl06. 
For each factor, the wiiite dot represents the average 
percentage across all responses in Ukniine. 
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O The Global Competitiveness Index in detail 

Pages 2 .ind ^ provide deuilcd inforni.ition on c.ich 
cumponcnc and indicjcur included in the GCI. 

• ii;ni[tf:un:^ for hi«rd &AtA indicittors, identified by an 
jsKeriNk *. units are indicated in parenthesis. 

• I[Q2I3^HEQ These two c-oliiinns present the rank of" 
the rvyion \Mtlnii Ukraine (/1 2) and williiii the whole 
sample (/134), respccrively. Where regional data is not 
avaiLible. only the overall rank — based on Ukraine's 
national si orc - is reported. Next to the overall rank, 

a coloRxl square indicates \\ hetlier the indicator constinites 
an advantage (■) or a disadvantage (■) for the region. 
In file GCI, the same rule is used for .ill those economies 
ranked SOth and below in the overall GCI ranking. 
This rule says that any indicators ranked higher than 
51 arc considered as advantages and that any variables 
ranked lower than 50 are considered as dis;idvantages, 

• This column reports the region's score on each 
indic4itor:"u/a" indicates that regional data is not 
avaibble. in which case only the national score is 
reported in the next column. 

• rtiu'jjaiTl This column lists the country which 
immediately precedes the region under review in the 
overall ranking ol each indicator. Where regional data 
is not avail.ible, the national rank is used to pick the 
closest country. If another Ukraine's region that precedes 
the region under review, then the country ranked two 
places higher up is listed. "Multiple" indicates that 
scver.il countries share the preceding rank. 

• iii:<.f.ii;i*.t.\'ijiUH< I he first column under (his heading 
indicates whether the regional score is higher (+), 
lower (-),or the s;mie (=) as Ukraine's average. This 
column is left blank if regional data is not .wailable. 
The second column reports Ukraine's national score. 
For sur\'cy variables, the national score corresponds to 
the average acr<.>ss .ill the survey responses collected in 
Ukraine. 

• The two columns under this heading 
report the score and the name of the best pcrtorming 
region, "u/a" is used when regional data is not available. 
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Ukraine 



Key indicators 

Total population I millions), 2007 „ 46.4 

GDP(US$ billions), 2007 131.2 

GDP (US$) per capita, 2007 , „..2,829.7 

GDP (PPP. US$1 per capita. 20O7 6,309.8 

GOP (PPP. US$) as share of world total {%\. 2007 0.53 



GOP (PPP, US$) per capita 1992-2007 
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Stage of development: Transition from 1 to 2 
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Basic requirements ... 90 4.1 

1st pillar: Institutions „ 115 3.1 

2nd pillar. Infrastructure „ 77 J.I 

3rd pillar fi^acroeconomic stability 82 4.7 

4th pillar: Health and primary education 74 5.4 
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Efficiency enhancers _ SS 3.9 

5th pillar Highar education and training.- 53 4.2 

6th pillar: Goods market efficiency 101 3.7 

7th pillar Labor marlcet efficiency 65 4.3 

8ih pillar: Financial market sophistication 85 4.0 

9th pillar Technological readiness „ 93 2.7 

10th pillar: Market size 28 4.6 

Innovation and sophisticBtioii factors 75 3S 

1 lih pillar: Business sophistication „ , 81 3.8 

12th pillar: Innovaton...... „ 65 .3.2 
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The most problematic factors for doing business 



Policy instability „ 16.3% 

Corruption ., 15.8% 

Government instability/coups. 13.3% 

Tax regulations 11.9% 

Tax rates 10.1% 

Inefficient government bureaucracy 9.3% 

inflation „ 4 9% 

Inadequate supply of infrastructure 4.3% 

Inadequately educated workforce .3.5% 

Access to financing 3.1% 

Poor work ethic in national labour force 2.6% 

Restrictive labour regulations. ..,...,...„„„ 1.8% 

Foreign currency regulations .....„.„. 1.4% 

Crime and theft „ ™........ 1.1% 
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1 tmoBt problematic I and 5 The bars In the ngure show the rasponses tvelghted according to their rankings. 



The Ukraine Competitiveness Report 2008 © 200S World Economic Forum 



Ukraine 



1 The Global Competitiveness Index in detail 



c 



competwe aitvantages A/T 
COmptKiyv disadrnntngn A / ▼ 



imprcive.Viorsen benveen 20aS'2ail7 and 2007-2006 
iiTvroviiiVratsvn bMwoen 20O5-2006 and 20l%'2OO7 



SCORE CIS EUACCESSION EU 15 BEST PFflrORMEH EVOLUTION 



Global Campetitlvenest Index.. 

Basic reqilrements 

Efficiency enkancera 



„73.. 



_4.0_ 
-4.1. 

-19- 



_3.B.. 



Innovation and uybialicatlon faclon... 



-15- 



4.1 .. 

3.6- 

13. 



4.3_ 

4.7- 

41- 

U_ 



..S.1 . 
..5l5. 



..in. 
..4J- 



-.5.7 Uallad Stales. 

...6.1 Denmark 

-.S.I United Stales. 
-.S.t Swit2erland_. 



..A 
..A 
-A 
..▼ 



1.01 
1,02 
1.03 
104 
10S 
1.06 
107 
108 
109 
110 
1.11 
1.12 
1 13 
1.14 
1.15 
1.16 
1.17 
1.19 



1st pillar: Instiluliom. 

Pfoperty nghls _ 



111. 

118. 

Intellectual pmperlY pfo<ectlon....._ „ „ tOi.. 

Oiversioi^ of public funds ... ...... 

Public triMol poWkciam _ , NT.. 

Judielel independence „ _ Ill, 

Favoritism in deci&ians of govef nmeM otftclals 97. 



Wastgluln«» ol government spandinf 

Burden of government regulation 

Efficiency of legal frameworli , 

Transparency ol government poftcymaklng 

BiMinm costs of terrorism _ - 

Businass costs ol crime and vioienca 

Organiied cnme ........„,.^....„.,.w,....„. 

Reliability of police services— 

Etiiical bahavior of firms 

Strength of auditing arvd reporting standards.... 

Efficacy corporata boards _ _ 

Pratectlon of minority shareholdars* ii 



Ill,, 

MM. 

112., 

119. 

ee., 

7Z., 

97. 

UK. 



.128.. 
..118.. 
..101. 
..IZ7. 



32.. 

,.-33- 



1.8. 

, 2S„ 

, Jj6- 

2».. 

.2,7. 



.3,K 

5.4. 



.45- 

- -3.1- 

- J.I.. 

_. -3.5- 

_ .42- 



...J3A. 



-J.4. 

...3.7.. 
-3.0. , 
-3J.. 
.2.4., 
.J.8., 
_2J.. 
..33.. 

jm.. 

.-3,4.. 
„5.2., 

_4.a.. 

_4.6. 

-3.6.. 
J3S.. 
-Ji.i.. 
_4.5.. 
-3.4.. 



4.1— 

.....4.9 

„„.„..3.»,.„ 

3.»-.., 

2,9 

..„„...4,l-,., 

2.9-.., 

„..S,2 

,.„„,.,3,B.„, 

3.9 

.,,,5,8 

...,^,..5,1.,,, 
„..„...S.S.,., 

4.3-.. 

.,..4.2_.., 

.5.0-.. 

4.7-.., 

4.3-.., 



.53. 



6S1. 

68. 

&5. 

*2 . 

W. 

u. 

4J0 . 

U. 

52. 

4J . 

W, 

5j8. 

8tl . 

- W. 

5.6. 

.......53. 

-. 53. 

55. 



.6.2 Halaad..^ 



6.7 Germany... 

,,„,..65 Germany...... 

6.6 Denmark. 

6.4 SMigapor*..- 

,. 6.5 Getntany 

^...5.7 Finland 

5.9 Smgaper*,.- 

5,3 Singapare,,. 

.,„,.,6.5 Denmark,,.,^ 

. 9.1 Singapora,,. 

9,5 Finland - 

^,..9.7 Syria 

,.„....9.7 Iceland „ 

9.7 Finland _ 

9.8 Finland 

6.3 Germany. 

6.1 Sweden 

6.4 Sweden 



.▲„. 
.A... 
.▲„. 
.A... 

.▼„, 
.A„. 
.A„. 

.A... 



,.A 
..A 
..A 
„A 
..A 
,.A 
„A 
,.A 
„A 
..A 
..A 
„▼ 
.▼ 
„T 
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The Global Competitiveness Index in detail 
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Networked Readiness Index 
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Source: World Economic Forum, 

The Global Information Technology Report 2007-2(109 
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Best (yertormer O EU Acce»lofl • EU 1 5 



Travel & Tourism Competitiveness Index 

lUnk Score 
lout o« 1301 11-71 

Travel & Tourism Competitiveness Report 2008 77 .3.8 

T&T regulatory framework „ „ 59 4.5 

Policy rules and regulations 100 3.7 

Environmenta I su sta ina bility „ 83 4.2 

Safety and securitjr „ ......93 4.5 

Heattti and hygiene „ 17 6.4 

Prioritization of travol & tourism 96 3.8 

T&T business environment and infrastructure 78 3.2 

Air transport infrastructure „ .98 2.4 

Ground transport infrastructure 84 3.2 

Tourism infrastructure _ .62 3.5 

ICT infrastructure 52 3.1 

Price competitiveness in ttie T&T industry 115 3.9 

T&T human, cultural, and natural resources 100 3.5 

Human resources 80 4.9 

Affinity for travel & tourism 62 4.8 

Natural resources „ 104 2.4 

Cultural resources .84 1.9 
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Source: World Economic Forum, 

The Travels Tourism Competiveness flaport 2003 
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Key indicators 



GOP (PPP, USS) per capita 1992-2007 
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GDP IPPP, USSI per capita, 2007 


17,558,9 


10,000 


GDP IPPP, USS) as share of world total (%), 2007 


0.95 






5/HIO 
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20O4 



20oe 



I Argentina 



I Ukraine 



Global Competitiveness Index 



Global Competitiveness Intiex 2007-2008 

GCI 2006 2007 (out of 1221 

GCI 2005-2006 (out of 114| 


flank 

out orijii 

85.. 


Score 

11-71 

3.9 


_.70... 
71... 


.„..4.fl 
.3.8 




.83„. 


...„4.1 




123... 


3.0 




81... 


3.0 


I^acroeconomic stability 


64... 


4.9 


Health and primary aducation 


54... 


5.6 


Efficiency enhancers 


78... 


3.8 




51... 


4.2 




115... 


3.5 




129... 


3.5 




114... 


3.5 


Tochnological rsadiness 


78... 


3.0 


Hilarkat size „ „„ 


23... 


4.8 




.83... 


.3.4 




75... 


4.0 




91... 


?.9 



Stage of tlevelopment 2 



liutltullom 



Innovalion . 
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Business 
SOplllMlCMion 



Market sat 



Technological 
readiness 



Mucroeconoimc 
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Higher education 
and training 



Financial market Goods market 

sophistication efficiency 
Labor market efficiency 



-O" Ar(jeitiina -o- Ukraine 



The most problematic factors for doing business 



Policy instability 


23.9% 






Corruption 


. 13.1% 










98% 












,, 9 2% 












8.2% 




o 






Inefficient governmont bureaucracy 


78% 










Tax rates 


7.0% 












6.4% 










Inadequate supply of infrastructure .„ 


4.8% 














2.6% 












Poor work ethic in national labour force 


2-1% 
10% 


o 










Government instability/coups 


1.7% 


o 




o 




Argentina 




.1.2% 


■ o 








O Ukraine 















0 5 10 15 20 25 



Sourer World Ecanonic Fonm. Enculwo Opinion Survey 2007 Percent ol responses 

Nate: From a list of 14 factors, respoodinis wirii askad lo s«l«ct the tvn most prolilemiitic for doing businoss in their countfy end to rank (hem between 

1 (most pioblemallc) and 5. Tlie bars in the figure sliim the responses weighted accoiding to ttieir rankings. 
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The Global Competitiveness Index in detail 
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INDICATOR 


RANK/131 1 


Global Competitiveness Index 2l07-2IMn . 


IS 


Basic requirements _ „,. 


„._...«3 „+ 




7« 


Innovation and sophistication factors..-.. 


13 - 


1st pillar: Institutions 


123 - 



Propcftyiiahts „._...„...- „...„„ 1 27 - 

Intellectual property protection „ 100 .+ 

Diversion of public funds „ „ „.,117..,- - 

Public trust of politicians 125 _ - 

Judicial Independence _...123 - 

Favoritisin in decisions of government officlais 124 > 

Wastefulness of govornmcnt spending 120 - 

Burden of government regulation „ 116.... - 

Efficiency of legal framework _ 12S - 

Transparency of government policymaking 127 - 

Business costs of terrorism „. .„.., 12 .+ 

Business costs of crime and violenca 106 - 

Organized crime 90 .♦ 

Reliability ol police services 125 - 

Etfiical behavior of firms „ 110 

Strength of auditing and reporting standards - 92 

Ethcacy of corporate boards „ , .„64 -+ 

Protection of minority shareholders' interests 110....„.....4 

2ad pillar Infrastnictare ~ 

Quality of overall infrastructure - 90 - 

Quality of roads „ „„„„ _84 .+ 

Quality of railroad infrastructure.........,..^ ......_..,-78 - 

Quality of port infrastructure „ „ „94 - 

Quality of air transport infrastructurt . , 113. .<f 

Available seat kilometers' „... 29 .♦ 

Quality of electricity supply 95 - 

Telephone Knes" „ 55 - 

3rd pillar: Macraecononic slabllity M * 

Govornmont surplus.'deficit" 34 

National savmgs rale* „ _ „44 

Inflation* _ 118 - 

Interest rate spread* 13 .+ 

Government debt* ,..„..„,.,„.„.,„,„ 94 - 



4tli pillar Healtti aid primary education.. 

Business impact at malana,.- - 

Malaria incidence* 

Business impact of tuberculosis........ 

Tuberculosis incidence* „.„..,„...„.„... 



M.. 

33.. 

86.. 

.,.,...24., 
57., 

Business Impact of HIV/AIDS .54.. 

HIV prevalence* „ „,.,„ ,...,..„.„..... 84., 

Infant mortality* ...„.„.,..„,.,. „......,.. ...,.,...,.61 .. 

Life expectancy*. _40,. 

Quality of primary education.,. „ .93., 

Primary enrollment* „..,., 10.. 

Education enpenditure* „ .65., 



...+ 
..+ 



Sth pillar: Higher edscation and Iraiaing , 51 .. 

Secondary enrollment*. 67.. 

Tertiary enrollment* 19.. 

Quality of the educational system 105.. 

Quality of math and science education „ 95.. 

Quality of management schools 30.. 



Internet access in schools _ .85 - 

Local availability of research and training servlces...4S 4- 

Extent of staff training _75 ♦ 



Blh pillar Goods raarket efficiency 115 .- 

Intensity of local competition „,.,„.„„..,„™.,„.....109 - 

Extent of market dominance „ „ , 92 .♦ 

Effectiveness of anti-monopoly policy 89 .* 
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Argentina 



+ better than Ukraine - worse than Ukraine 



INDICATOR 



RANK/131 



Extent and efiect of taxation 129 ^ 

Total tax rate* 121 .- 

No, of procedures required to start a business* 115 .- 

Time required to start a business* 63 

Agricultural policy costs „,..... „,.....,90-,.,...* 

Prevalence of trade barriers „ „ 129 .- 

Trade weighted tariff rate* 103 .- 

Prevalence of foreign ownership ...,„„,..,„,.,...,.„.68.m...._.* 

Business impact of rules on FDI „,... .,.,....119 

Burden of customs procedures ...109 + 

Degree of customer orientation 106. 

Buyer sophistication 61 ♦ 

7th pillar Labor marfcet alticieacy 12S - 

Cooperation in labor employer relations 129 

Flexibility of wage determination 1 19 

Non-wage labor costs* .,..„.„„..,.,„...............„.. ..90 ♦ 

Rigidity of employment* 70 ♦ 

Hiring and hnng practices.,.,.,.,.,.,.,.,.,. .,.,.,.120.,.„.,.,.- 

Firing costs*. , .......... 1 19. ...» 

Pay and productivity . 113 

Reliance on professional management. 45 

Brain dram . ,. „.85_,..,™+ 

Female participation in labor force* 70 

8tfi pillar: Financial maricet sophisticalioi .114 - 

Financial market sophistication 75 + 

Financing through local equity market 95 .- 

Ease of access to loans .,.,„.114 

Venture capital availability 83 - 

Restriction on capital flows .,........„„.,.....,_......120.......... 

Strengtti of investor protection". ,.,„,.,.,„,.„.,.,.,.,.,„,.,77 

Soundness of banks „ „ 131 ^ 

Regulation of securities exchanges , ..77 + 

Legal rights index* „ 94. 



9di pillar Technological raadiiess .78 

Auailabilitv at latest technologies „ „ 87 

Firm-level technology absorption 99 

Laws relating to ICT 99 .- 

FOI and technology transfer „„.„...,„„....„,..„.„ 102 ♦ 

Mobile telephone subscribers* 56 ♦ 

Internet users* ,....,.,„,.,.,...,.,.„„.,.,.„.,...„„„,.,„™,57 

Personal c omputers* „._._ 81 ,„.♦ 

Broadband Internet subscribers* 48 ♦ 



10th pillar Matliet size „ 


.23„.-. 


+ 




20 




Foreign market size*.,..,,.,.,,...,.,. 







11th pillar Business sophisticalioa .... .75 .+■ 

Local supplier quantity „ .„83,.„„..,'l' 

Local supplier quality .,.,_,..,...,„.,..,...„.,.,.,.,^,8B,..,.,.,+ 

State of cluster development - 63....,.,.,+ 

Nature of competitive advantage _„...~,.,~.„.125...,..~.- 

Value chain breadth ...,.,..,.,...,...,..103.,.„....,^ 

Control of international distribution .......107 j- 

Pioduction process sophistication , 84 + 

Extent of marketing.. ........36.... ,.♦ 

Willingness to delegate authority S2 + 



12th pillar Innovation St .. 

Capacity for innovation 81 ., 

Quality of scientihc research institutions 87.. 

Company spending on R&D 87., 

University-industry research cotlaboration 80., 

Gov t procurement of advanced tech products 113 . 

Availability of scientists and engineers 76., 

Utility patents* ,„,. 47. 



* Hard datH 

NatD Far lurlhnr dntails and CKpliiiifllian. plaasR refnr la lUe siiclian 'Haw la Road Ihe Compalitivnnaxs Prafilex* an page 167 
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Azerbaijan 



Key indicators GOP 

Total population (mlllionsj, 2007 _ 8.6 lO.OOO 

GDP lUSSbillionsl, 2007 31.1 

GDP lUSSI per capita. 2007 „ 3,633.0 

GDP IPPP. USSI per capita, 2007 8,520.6 ^'"^ 

GDP IPPP. USS) as share of world total (%), 2007 0.10 W 

0 



(PPP. USS) per capita 1992-2007 




1992 1994 1996 1998 2000 2002 20O4 2006 



Azerbaijan Ukraine 



Global Competitiveness Index 

flank Score 

loutonsil 11-71 

Global Competitiveness Index 2007-2008 66 4.1 

GCl 2006 2007 (out of 1221 62 4.1 

GCI 2005-2006 (out of 114| 60 3.9 





.85-.. 

83..,. 


,..,4.4 

3.6 




60.... 


3.6 


Macroeconofnic stability 


23... 


5.7 


Hoalth and primary aducation 


103... 


4.7 


Efficiency enhancers 


84... 


3.7 




89..,. 


3.5 




95..,. 


,,,3.8 




46,... 


,.4.S 




™ 91.... 


3.9 


Tochnological readiness 


™ 83.... 


2.9 


Market size „ „„ 


71.... 


.3.3 




.68.... 


3.6 




80.... 


,..3.8 




54..,. 


.34 



Stage of development: Transition from 1 to 2 



InsUtuUoRt 




Financial market Boods market 

sophistication efficiency 
Labor market efficiency 



-O* Azerbaijan -o- Ukiaine 



The most problematic factors for doing business 



Corruption 21.3% 

Inefficient government bureaucracy.. 15.7% 

Access to financing „ 15 2% 

Tax regulations 8.4% 

Inadequate supply of infrastructure 7.1% 

Tax rates 7.0% 

Inadequately educated workforce,.,.- 5 4% 

Poor work etfiic in national labour force... 4.8% 

Inflation 3 7% 

Crime and tfieft 3.1% 

Foreign currency regulations. - 2.6% 

Restrictive labour regulations 2 3% 

Policy instability.. 17% 

Government instability/coups „ 1.6% 

Sourer World Econonic Form, Encutwo Opinion Survay 2007 




to 15 
Percent ol responses 



Note: From ■ list of 14 factors, rospondenls were asked lo select the five most probliimatic for doing biisinoss in their countfy end to rank them between 
1 (most pioblematlc) and 5. TTie bars In the tigure show Ibe responses weigbled accoiding to tlieir rankings. 
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Azerbaijan 



The Global Competitiveness Index In detail 



+ betlerthan Ukraine - worse than Ukraine 



INDICATOR 



RANK/131 



INDICATOR 
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6.01 
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6.D3 



Global Co«npelitiveness Index 2l07-2IMn ........._,..-.„C6 ■*■ 

Basic requirements _ „,.,„,„ „._,..66 't- 

Efficiency enhancers . .-.„.„«-.-„ M - 

Innovation and sophistication factors-.-..._...„„...„.„it._.„..._'«- 

1st pillar: Institutions 13 * 

Property rights - „„ 103 + 

Intellectual propertv pfOlection„...„...„.,..„...._...„-...„9J ....„.....+ 

Diversion of public funds. „..,.„ 91 - 

Public trust of politicians 61 + 

Judicial independence 108..... .+ 

Favoiibsm in decisions of government officials 85 .* 

Wastefulness of govornmont spending 59 + 

Burden of government regulation „ 39 ♦ 

Efficiency of legal ftainework _ _96 

Tiansparency of government policymaking 97 .+ 

Business costs of terrorism. .„..,~~ 73 _ - 

Business costs of crime and violenca 27 4 

Organized crime 54 .♦ 

ReliabilitY ol police services 71 .+ 

Etfiical behavior of firms „ B2 

Strength of auditing and reporting standards - 94 .-*■ 

Ethcacy of corporate boards ,100 .+ 

Protection of minority shareholders' interests 119 .4 

2ad pillar Infrastnictare ~ »....._..„-,.-.__...M 

Quality of overall infrastructure - „ 57 

Quality of roads „ „„„„ S8 .+ 

Quality of railroad infrastructure........^...^ .....^ 32 - 

Quality of port infrastructure „ „ .47 ♦ 

Quality of air transport infrastructure . 50 + 

Available seat kilometers' „._...„.,„ „ 90 - 

Quality of electricity supply 94 - 

Telephone lines" „ „ 79 - 

3rd pillar: Macraecononic stability 23 

Government surplus.'deficit* 42 -+ 

National savings rate* „ „ „4 .♦ 

Inf/aUon* _ _ 103 

Interest rata spread* _ 96 .♦ 



Government debt* .™..„..„.....„...„™„...„.9.. 

4th pillar Health aid primary education _.1I3_ 

Business impact of malaria,. - B7.. 

Malaria incidence* 78.. 

Business impact of tuberculosis »...»89.. 

Tuberculosis incidence* „.„...™..™.,...„...™..™_...„78.. 

Business impact of HIV/AIDS 65.. 

HIV prevalence* „ 25., 

Infant mortality* „. „. 109.. 

Life expectancy*. » -96.. 

Quality of primary education.,- - „ Ill ., 

Primary enrollment* „ —.—..,103.. 

Education enpenditure* „ „ -80.. 



5th pillar: Higher education and Iraiaing 

Secondary enrollment* 

Tertiary enrollment* 

Quality of the educational system „ 



-89. 

,.72.. 
_92.. 
..98.. 

Quality of math and science education „ 84.. 

Quality of management schools 118.. 

Internet access in schools „ „ _ 90.. 

Local availability of research and training services...??.. 
Extent of staff training _B5.. 



BIh pillar Goods raarket efficiency 

Intensity of local competition „...„. 

Extent of market dominance „ „.. 

Effectiveness of anti-monopoly policy,. 



._95.. 
.118.. 
.,..99.. 
.,114.. 



6.04 
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RANK/131 



..56,. 



Extent and effect of taxation 

Total tax rate* ., 60 ♦ 

No, of procedures required to start a business* 115 .- 

Time required to start a business* - 100 .- 

Agricultural policy costs „ -,..—.81 

Prevalence of trade barriers „ - - 103 

Trade weighted tariff rate* 61 .- 

Prevalence of foreign ownership „..,„„,..-,,— ..—.53— 

Business impact of rules on FDI - 85 

Burden of customs procedures 78 + 

Degree of customer orientation 66 ♦ 

Buyer sophistication 81 ♦ 

7lli pillar Labor mailiBl aHicleacy I8_ + 

Cooperation in labor-employer relations 75 

Flexibility of wage determination 46_ ♦ 

N on -wag B la bor c osis* ....„..-,.,.,.,...,„.„„...-,..- „88 ♦ 

Rigidity of employment* 63 ♦ 

Hiring and finng practices-...-.—...- ...6...— 

Firing costs*. .„....,.-...-, 32. 

Pay and productivity . 66 .— 

Reliance on professional management- -...—126 

Brain drain , .-,.....-,.,-„,-„.85 

Female participation in labor force* 36 ^ 

8th pillar: Financial maricet sophisticaliM ,-.51 - 

Financial market sophistication 81 + 

Financing through local equity market „ 106 - 

Ease of access to loans - 91 - 

Venture capital availability - - - 65 - 

Restriction on capital flows -...-.—.-..._...— 107..— 

Strength of investor protection"..— ...— ....—...-.-.•7— 

Soundness of banks „ „ 113 

Regulation of securities exchanges , 114 + 

Legal rights index* „ , 17. 

9th pillar Technological r«sdiie«s — m-.,mJ3_.»-m..+ 

Availability at latest technologies „ „ 71 ♦ 

Firm-leval technology absorption 59 ♦ 

Laws relating to ICT .61 * 

FDI and technology transfer „. , ., 72 ♦ 

Mobile talephone subscribers* 88 

Internet users* „..-,.,-,-,.,.„.,-,.—,.,—.,.,...— ,.,-.-,61 

Personal computers* 96. 

Broadband Internet subscribers* 101 .- 



lOth pillar Market sire „ 


.71 . 






76 




Foreign market size*..— -i........... 






Illh pillar Business sophisticalioa .... .. 


JM 






.......87....... 




Local supplier quality -,..—..—......— 


90 






67...... 




Nature of competitive advantage 


64 


„„+ 




64 




Control of international distribution - 


57 






51 


„,,+ 


Extent of marketing.. „ „. 


79, 




Willingness to delegate authority 


97 




12th pillar Innovation — 


M 




Capacity for innovation 


46 




Quality of scientific research institutions 


57 


4' 


Company spending on R&D 


51 


„„-f 


University industry research coflaboration 


60 


■f 


Gov t procurement ol advanced tech products 


38 


+ 


Availability of scienUsts and engineers 


52 




Utility patents* , 


75 





* Hard data 

Note Tar lurihnr details and cKplnnfllion. plaasit refDr Id Iha siiclian *Haw ta Road Ihe Compalrtivnnaxs Praflles* an page 167 
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Key indicators 



GOP (PPP. USS) per capita 1992-2007 



Total population (mlliionsj, 2007 „ 189.3 

GDP lUSSbillionsl, 2007 1,295.4 

GDP lUSSI per capita, 2007 6,841.6 

GDP IPPP. USSI per capita, 2007 10,636.7 

GDP IPPP, USSj as share of world total (%), 2007 2.55 




Brazil 



' Ukraine 



Global Competitiveness Index 



flank 

lout nn^ll 



Score 
11-71 



Global Competitiveness Index 2007-2006 72 4.0 

GCl 2006 2007 (out of 1221 „ 66 4.1 

GCI 2005-2006 (out of 114| SO 4.1 



Stage of tleveiopment 2 





101™ 

104.... 


....3J 
3.3 




78... 


3.1 


l^acroeconomic stability 


126... 


37 


Health and primary aducation 


84.... 


5.2 


Efficiency enhancers 


55.... 


4.1 




64..,. 


4.0 




97,.,. 


...3.8 




104,... 


,,4.0 




73.... 


.4.1 


Tochnological readiness _ 


.™ 55.... 


3.3 


Hilarket size _„ „„ 


10... 


.5.4 




.41.... 


.4.11 




39.... 


...4.5 




44.... 


.35 
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Market sue 
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Labor market efficiency 



Brajil -o Ukfiiine 



The most problematic factors for doing business 

Tax regulations „ . . . 

Tax rates ™ 

Restrictive labour regulations 

Inefficient government bureaucracy 

Inadequate supply of infrastructure 

Corruption „ 

Access to financing 

Policy mstability 

Inadequately educated workforce ....».„. 

Foreign currency regulations „„.. 

Crime and theft ™ 

Inflation 

Poor work ethic in national labour force 
Government instability/coups 

Q 5 to 15 20 2S 

Saurcr Wurkl Economc Fonm. Encutm Opinion SurvBy 2007 Percent ol responses 

Note Frem ■ list of 14 faclors, tispwidinis ware asked lo s«lact the fivi most probliimiitic for doing buiinoss in their countfy end to rank (hem bstwvsn 
1 (most problemalic) end 5. The bars in the figure show the responses weighted accoiding to their rankings. 
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Brazil 



The Global Competitiveness Index in detail 



INDICATOR RANK/131 



Global Competitiveness Index 2I07-2I)N 72.. 

Basic retjuirements _ „,..„,„ -.111 - 

Efficiency enhancers . K.. 

Innovation and sophistication facton-.-..,_„„_...„_4l.. 



1.01 
1.02 
1 03 
1.04 
1.05 
1.06 
1.07 
1.08 
1.09 
1.10 
1.11 
1.12 
1.13 
1.14 
1.15 
1.16 
1.17 
I.I8 



2,01 
2 02 
2.03 
204 
2.05 
2.06 
2.07 
2.08 



3.01 
3.02 
3.03 
3.04 

3.05 



4.01 
4.02 
4.03 
4.04 
4.05 
406 
4.07 
4.06 
409 
4.10 
4.11 



5.01 
5.02 
5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.D3 



1st pillar: Institutions 1M._ ^* 

PropeiTy' lights - 70 + 

Intellectual propertv protection-...-...- .-...-73 .+ 

Diversion of public funds - „ 124 - 

Public trust of politicians „ 126- - 

Judicial Independence _ 89 .+ 

Favoritism in decisions of government officials 91 .* 

Wastefulness of government spending 127 - 

Burden of government regulation „ 128.... - 

Efficiency of legal framework 10S 

Transparency of government policymaking 107 .+ 

Business costs of terrorism „. .„.-._„ 10..-.. .+ 

Business costs of crime and violenca 121 . - 

Organized crime 125 - 

ReliabilitY ol police services _ 120 - 

Etfiical behavior of firms „ 98 

Strength of auditing and reporting standards - B3 

Efticacy of corporate boards „ , .„65 -+ 

Protection of minority shareholders' interests -46 .4 

2ad pillar Infrastnictare - 78 - 

Quality of overall infrastructure - - 97 , ,- 

Quality of roads „ „„„„ 110 .+ 

Quality of railroad infrastructure...-.—,.... 91 - 

Quality of port infrastructure „ „ 116 - 

Quality of air transport infrastructuft - . -87 + 

Available seat kilometers' „... 12 .* 

Quality of electricity supply - 61 .♦ 

Telephone lines" - _ - 60 - 



3rd pillar: Macroecononic slabllily 128- 

G ovcrnmcnt surplus.'deficit* 98 .. 

National savings rate* „ _ -82.. 

Inflation* _ .61- 

Interest rate spread* 127.. 

Government debt* „....„...„.-...„...„.....„..„- 99.. 



4th pillar Health aad primary education 14- 

Business impact at malana,.- - 57.. 

Malaria incidence* - 109.. 

Business impact of tuberculosis -...-47.. 

Tube rc ulosis mcids nee* „.-...™.„,.,...-...™..— ,..-69- 

Business impact of HIV/AIDS _61 .. 

HIV prevalence* - ^.„^.,„^,..,^ -77.. 

Infant mortality* ™..,.„....™.„ -...„..,.. -,.„.-...-91 .. 

Life expectancy* . - - _I1 .. 

Quality of primary education.,- - - 123.. 

Primary enrollment* - 45.. 

Education enpenditure* - - -64.. 



,..+ 
...+ 



5th pillar: Higher education and training 64- 

Secondary enrollment* 21 ., 

Tertiary enrollment* 75.. 

Quality of the educational system - -...120- 

Quality of math and science education - 117.. 

Quality of management schools 66.. 

Internet access in schools - „ _ 70.. 

Local availability of research and training servlces...32.. 
Extent of staff training _45.. 



Bih pillar Goods raarket efficiency- 

Intensity of local competition „„ 

Extent of market dominance 



-S7.. 



......45.. 

......45- 



Effectiveness of anti-monopoly policy - 47.. 



6.04 
6.05 
6.06 
6.07 
6.08 
6.09 
6.10 
6.11 
6.12 
6.13 
6.14 
6.15 



7.01 
7.02 
7.03 
7.04 
7.05 
7.06 
7.07 
7.08 
7.09 
7.10 



801 
8.02 
8.03 
8.04 
8.05 
8.06 
8.07 
8.08 
8.09 



9.01 
9.02 
9.03 
9.04 
9.05 
9.06 
9.07 
9.08 



•f better than Ukraine - worse than Ukraine 



RANK/131 



INDICATOR 



Extent and effect of taxation 131 ., 

Total tax rate* 109., 

No, of procedures required to start a business* 121 „ 

Time required to start a business* - 123.. 

Agricultural policy costs - -,..—.40- 

Prevalence of trade barriers „ - - SB- 
Trade weighted tariff rate* 80., 



Prevalence of foreign ownership- 



..95- 



Business impact of rules on FDI - 96,.-....-,'f 

Burden of customs procedures 124 .- 

Degree of customer orientation 61 ♦ 

Buyer sophistication 65 ♦ 



7tli pillar Labor marfcat aHicieacy 104 .- 

Cooperation in labor-employer relations 96 

Flexibility of wage determination 108 

Non-wage labor costs* ....-...-.„.,„..— .... 119 ♦ 

Rigidity of Bmployment* 73 ♦ 

Hiring and finng practices-..,-..,-..,...-,.- -,.,-,.121 

Firing costs* , 05. 

Pay and productivity . 93 .— 

Reliance on professional management- -..,-,-.40 -.-I- 

Brain dram -, . ,„ -,.,„, „.40-,-— 

Female participation in labor force* 72 ^ 

8th pillar: Financial maricet sophisticalioR -».73.„ * 

Financial market sophistication 31 ♦ 

Financing through local equity market - 61 ■•■ 

Ease of access to loans - 89 - 

Venture capital availability - - - 103 - 

Restriction on capital flows -123..-...-..- 

Strengtti of investor protection". ...„,-,..„..,...-...„,.,„,-,45— 

Soundness of banks - - -.36 

Regulation of securities exchanges ..41 + 

Legal rights index* - 116. — - 



9di pillar Technological raadiiess. 



Availability at latest technologies „ - 60 ♦ 

Firm-level technology absorption 55 ♦ 

Laws relating to ICT 52 * 

FDI and technology transfer 47. *■ 

Mobile telephone subscribers* 08 ♦ 

Internet users* ....-,.,-,..,.,.-.,-,.„—,.,—.,....,— ,.,-„,5B—.,..-.-l- 

Personal c ompulers* „.-._ 47-. 

Broadband Internet subscribers* 54 ♦ 



11th pillar Business sophisticatioa .... .. 31 

Local supplier quantity .,.,„ -„21 

Local supplier quality ..................................40,., 

State of cluster development - 41 ... 

Nature of competitive advantage — ..„.-.99-. 

Value chain breadth -,..-....._...-.._..,67.., 



10th pillar Marliet siza „ If + 

10.01 Domestic market size' 9 +• 

10.02 Foreign market size*..— ,.„....,•,.,.,.,..,.,.„.,—■.„•..•■.,— ....•■•,,22, *M».,rM^ 



11 01 

11,02 
11.03 
11.04 
11.05 
11.06 
11.07 
11.06 
11.09 



12.01 
12.02 
12,03 
12.04 
12,05 
12,06 
12.07 



Control of international distribution ... 
Production process sophistication.... 

Extent of marketing.. 

Willingness to delegate authority 



49 ^ 

36 + 

33 ♦ 

39 ♦ 



12lh pillar Inaovation 44— 

Capacity for innovation 29 ♦ 

Quality of scientific research institutions 42 + 

Company spending on R&D 35 4- 

University-industry research cotlaboration 46 +- 

Gov t procurement of advanced tech products 67 

Availability of scientists and engineers ...60 ■¥ 

Utility patents* ,„.- . 55 ♦ 



* Hard datH 

NatD Far turlhnr dntails and CKpliiiiflllan. plaasR rernr Id lha siiclian 'Haw la Read lha CompalrtiVDnaxs Prafilex* an page 167 
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Chile 



Key indicators 

Total population (miliionsj, 2007 „ 16.6 

GDP lUSSbillionsl, 2007 160.8 

GDP lUSSI per capita. 2007 „ 9.697.7 

GDP IPPP. USSI per capita, 2007 13,744,5 

GDP IPPP. USS) as share of world total (%), 2007 0.32 



GDP (PPP, USS) per capita 1992-2007 

I5.CW) 
10.000 
SjOOO 
0 

1392 1994 1996 1998 2000 20O2 2004 2000 




> ChilG 



I Ukraine 



Global Competitiveness Index 



Stage of development 2 



Rank 

lout or 1311 



Score 

11-71 



Global Competitiveness Index 2007-2008 26 4.8 

GCl 2006 2007 (out of 1221 „ 27....„..4.8 

GCI 2005-2006 (out of 114| 27 4.7 



Basic requirements „ „_.,...,...„_33-......U 

Institutions 29 4.8 

Infrastructure „ „ 31 4.6 

l^acroeconomic stability 12 5.9 

Health and primary aducation 70 5.4 

Efficiency enhancers JM 4.6 

Higher education and training 42 4.4 

Goods market efficiency 28 4.9 

Labor martlet efficiency „ 14 5.0 

Financial market sophistication „ 26 5.2 

Tochnological readiness ™ 42 3.9 

H^arkat size „„ „„ „ 47 4.1 

Innovation and sophistication factors -_-J6 4.1 

Business sophisbcation 32 4.7 

Innovation 4S 3.5 



llUtltUfiORt 



Infrastructure 



Business 
soplilsilcsilon / 



Market »tf « 



Tachnological 
readiness 



Macroeconoimc 
stability 




Higher education 
and iraining 



Financial market Goods market 

sophistication ' efficiency 

Labor market efficiency 



K> ChilH _o- Ukraine 



The most problematic factors for doing business 



Rastrictivo labour rogulations „„ 24.3% 




















Access to financing 7.0% 




( 

o 

0 


Tax rates 6 0% 




Poor work ethic in national labour force 4 8% 




1 


Crime and theft 3.4% 










■ o 

c 




Inflation 0.1% 


B Cfule 

O Ukraine 







0 5 to 15 20 25 



Saurc*' World Econoinc Form, Encutwa Opinion Survey 2007 PercenI ol responses 

Note: Front a list of 14 factors, rispondants win askad to s«l«ct tha five mast proMiiniatic for doing biisirn.'ss i-i tliair countfy and to rank Ifiam btlvvaan 

1 (most pioblemallc) and 5. TTie bats in the figure show the responses weighted accoiding to their rankings. 
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The Global Competitiveness Index in detail 



1 INDICATOR RANK/131 




Global Competitiveness Index 2I07-2I)N 


...H.«2G. ....... 






Basic requirements _ „,..„,_ 


,..-..33 








,..-...2«.„ 






Innovation and sophistication facton-.-..,_„„.. 


36 


,-+ 




1st pillar: Institutions 


29.- 


,-+ 


1.01 


Propef1>' lights „...„ 


40 


+ 


1.02 


Intellectual propertv protection-...^..... 


,-.....49 




1 03 


Diversion of public funds „ „ 


,-,..-37 




1.04 




, 28 


* 


1.05 


Judicial independence , 


, 54„...... 




1.06 


Favoritism in decisions of government officials 


31. 


♦ 


1.07 


Wastefulness of government spending 


29 


„ + 


1.08 


Burden of Qovernment regulation „ „..„, 


24 




1.09 


Efficiency of legal framework 


35 


♦ 


1.10 


Tiansparency of government policymaking 


19 


+ 


1.11 


Business costs of terrorism „-._.„.-.„.,_, 


,_ 28 




1.12 


Business costs ol crime and violenca 


6S 


•f 


1.13 


Otganued crime 


28 


♦ 


1.14 


ReliabilitY ol police services _ 


26 




1.15 


Ethical behavior of firms „.. 


18 




1.16 


Strength of auditing and reporting standards 


30 




1.17 


Efticacy of corporate boards ,..„. 


15.. — 


...+ 


1.18 


Protection ol minority shareholders' interests 


„28 






2ad pillar InfrastnictMre ~ 


31 - 




2,01 




30 




2 02 




22 




2.03 


Quality of railroad infrastructiire...»...»..... 


,- 66 




204 




-34 




2.05 


Quality of air transport infrastructurt ................. 


, -31 




2.06 


Available seat kilometers' „....., 


,- 37 , , , 




2.07 


Quality of electricity supply 


39., 




2.08 


Telephone lines" „ _ „ 


.......59 






3rd pillar: Macroecononic stability 


12 




3.01 


Government surplus.'deficit* _ 


11 




3.02 


Nabonal savings rate* „ 


.-...-S9 




3.03 


Inflation* 


SO 


4 


3.04 


Interest rata spread* 


22 


...+ 


3.05 


Government debt* „....„...„,™..„,.,™....,„...„™ 


,-...-..5 


...+ 




4th pillar Health and primary education. . 


70 


...+ 


4.01 


Business impact of malaria , 


,„ 20 


■^■ 


4.02 


Malaria incidanca* 


58 




4.03 


Business impact of tuberculosis 


10 


.+ 


4.04 


Tube rc ulosis mcide nee* „.„...™..™.,...„..„...™ 


32 




4.05 




.43 




406 


HIV prevalence* „ , 


64....-,., 




4.07 


Infant mortality* ™..™,.. 


39 


,..+ 


4.06 




.31 , 




409 




102 




4.10 


Primary enrollment* „ 


79 




4.11 




-73 












5th pillar: Higher education and Iraisiitg 


. 42...- 




5.01 


Secondary enrollment* 


53 




5.02 


Tertiary enrollment* 


^41 .. 




5.03 


Quality of the educational system 


78- 




5.04 


Quality of math and science education 


.„_.I07 




5.05 


Quality of management schools 


19.. 


* 


5.06 


Internet accass in schools 


as 


..* 


5.07 


Local availability ol research and training services. .34 


.+ 


5.08 


Extent of staff training 


40 


♦ 












Bih pillar Goods raarket efficiency 


2« 


.-♦ 


6.01 


Intensity of local competition „...„.„.......„..,„, 


, — 14 




6.02 


Extent of market dominance „ „ , 


. B7 


„.♦ 


6.03 


Effectiveness of anb-monopoly policy _ 


, 24 


♦ 



+ better than Ukraine - worse than Ukraine 



6.04 






6.0S 




11 




6 as 


No, of procedures required to start a business* 


52 




6,07 




48 




6.08 


Agricultural policy costs -., 


7..-.. 




6.09 




11 




6.10 


Trade v»ieighted tariff rate* 


64 




6.11 


Prevalence of foreign ownership— .-..,„,.,..„,.,-., 


12 




6.12 




, 16 




6.13 




10 




6.14 


Degree of customer orientation 


46 


.„.♦ 


6.15 


Buyer sophistication 


29 


* 










7lli pillar Labor martrat aHicieacy 


14_ 




7 ni 


Cooperation in labor-employer relations 


29 




7.02 


Flexibility of wage deteiminabon 


4- 




7.03 


Non-wage labor costs* ,..,„.—....,.,..— .., 


12...... 




7.04 


Rigidity of Bmployment* 


26 




7.05 


Hiring and finng practices.................................. 


62 — 




7.06 


Firing costs* , ........... 


81 




7.07 


Pay and productivity 


16 




7.08 


Reliance on professional management- -.. 


23 




7.09 


Brain dram -, . ,-,...,.-,.,„., 


7 




7.10 


FpitiaIp nArtipinjitinn in Ishnr fnrf*p^ 


10B 








36 




801 


Fmsncial rnarkct sophisticfltion 


27 




8,02 




7 




8.03 


Ea$6 of dcc6ss to loans ^ m.. 


..-.-.33...... 




8.04 




34....... 




8.05 


Restriction on capital flows 


40 




8.06 


Strength of invDStor protection**. t.tw«H«.tMt»*«*M...H.i 


..-.-.19—... 




8.07 




-.21 


.-.+ 


8.08 


ntryuiduuii ui aBLUiiuva uxtiiidiiyua ......... t»M>.M4. 


y _ 




8.09 


Legal rights index* - 


69 






9di pillar Technologtcai readliess 


M 




9.01 


Ai/mlahililv n1 l.ntp<;f tprhnnlnmn^ 


34 




9.02 


Firm-lavfli lechnalogy absorption 


38 




9.03 


Laws rfilcitinQ to ICT 


25 




9.04 




30...-.- 


♦ 


9.05 


Mobils tslGphonB subscribBrs^ 


51 




9.06 


IntcrnGt users* .....^i.«r«(>ti«ttM.<*<i«*tM*<«.>»*»»»*<«>tM«< 


..-«.39— ... 




9.07 




51 — 




9.08 


Broadband Internet subscribers*' 


38 






10th pillar Marltet size „ . .„.„„._„.. 


. .47.-.-. 




10.01 


Domestic market size* 


46 




10.02 




43 






11th Dillar Business souhisticstiou _ 


., 32 




11 01 








11,02 


Local supplier Quality 


27 


.— 


11,03 




53...... 


.-.+ 


11,04 




52 




11,05 


Value chain breadth -...-.„.._...-., 


48 




11,06 


Control of international distribution - -.. 


30 




11.07 




31 


.. .+ 


11,06 


Extent of marketing.. -.. 


22 




11.09 


Willingness to delegate authority 


36 












12lh pillar Inaovation 


jIS 




12.01 


Capacity for innovation 


50 




12.02 


Quality of scientific research institutions 


51 


4' 


12,03 


Company spending on R&D 


60 


„„••• 


12.04 


University-industry research collaboratian 


43 


•♦• 


12.05 


Gov t procurement of advanced tech products . 


40 


,.„+ 


12,06 




-.31 


....+ 


12,07 


Utility patents* ,„„ , 


49 





* Hard data 

NatD Far lurihnr dntails and cKplanalian. plaasit refnr la Iha siiciian *Haw ta Road Ihe CompalrtiVDnaxs Profiles* an page 167 
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China 



Key indicators 

Total population (mlllionsi, 2007 _ 1,320.7 

GDP lUSSbillronsl, 2007 3,248.5 

GDP IUS5I per capita, 2007 „ 2,459.8 

GDP IPPP. USSI per capita, 2007 8,788.2 

GDP IPPP. USS) as share of world total (%), 2007 15.83 



GOP (PPP. USS) per capita 1992-2007 




I China 



' Uliraine 



Global Competitiveness Index 

Rank Score 

Iouton3ll 11-71 

Global Competitiveness Index 2007-2008 .34 4.6 

GCI 2006-2007 (out of 1221 34 4.6 

GCI 2005-2006 (out of 114| „ 34 4.4 





.44 

77... 


,..,4J 

3.7 




52... 


4.0 


Macroeconomic stability 


7... 


6.0 


Hoalth and primary education 


61 ... 


5.5 


Efficiency enhancers 


45... 


4.3 




78... 


3.8 




58... 


,..,4.3 




55... 


,,.4.4 




118... 


.3.3 


Tochnological readiness 


73... 


3.0 


Market size „ „„ 


2... 


.6.8 




SO... 


3.9 




57... 


....4.2 




38,.. 


....3.e 



Stage of development: Transition from 1 to 2 



llMtitUdOItt 




Financial mBrket Goods market 

sophistication efficiency 
Labor market efficiency 



Chrna -o- Ukraine 



The most problematic factors for doing business 



Access to financing 14.8% 

Inefficient governtnent bureaucracy.. 14.6% 

Corruption „ 116% 

Policy instability 11.6% 

Inadequate supply of infrastructure 91% 

Tax regulations „ 7.2% 

Inadequately educated workforce. ...» 6 6% 

Poor work ettiic in national labour force 5.6% 

Tax rates 5 3% 

Foreign currency regulations.... „.™ 3 7% 

Restrictive labour regulations „ 3.5% 

Inflation 15% 

Government instability/coups 2.5% 

Crime and theft 1.6% 



Sourer WerU Econwriic Form, Encutm Opinion Survey 2007 




China 
O Ukraine 



to 15 
Percent ol response* 



20 



Note: From a list of 14 factors, respondents were asked lo select the five most proMomatic for doing busirnss ii iheir countfy and to rank (hem between 

1 (most pioblemallc) and 5. TTie bars in the figure show the responses weignied accoidliig to their rankings. 
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The Global Competitiveness Index in detail 



INDICATOR 



RANK/131 



+ bener than Ukraine - worse than Ukraine 



RANK/131 



1.01 
1.02 
1 03 
1.04 
1.05 
1.06 
1.07 
1.08 
1.09 
1.10 
1.11 
t.12 
1.13 
1.14 
1.15 
1.16 
1.17 
1.18 



201 
2 02 
2.03 
204 
2.05 
2.06 
2.07 
2.08 



3.01 
3.02 
3.03 
3.04 

3.05 



4.01 
4.02 
4.03 
4.04 
4.05 
406 
4.07 
4.08 
409 
4.10 
4.11 



5.01 
5.02 
5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.D3 



Global Competitiveness Index 2I07-2I)N 34 * 

Basic rei|u irements - „,.,„,_....,„_,.,44 

Efficiency enliARcers * 

Innovation and sophistication facton-.-..._„„_».„„n.-.-...-'«- 

1st pillar: Institutions 77 ■•■ 

Property lights „...„„„.„ 76 + 

Intellectual propertv protection-...^..... .........„_...-71 ....„.....+ 

Diversion of public funds. „ „ 9i...^.....* 

Public trust of politicians ^45 + 

Judicial independence K.... .+ 

Favorilism in decisions of government officials 71 .* 

Wastefulness of govornmont spending ^48 + 

Burden of government regulation „ 35 ♦ 

Efficiency of legal framework 71 

Transparency of government policymaking B8 .+ 

Business costs ol larrorism I09_ - 

Business costs of crime and vialenca 73 - 

Organized crime 99 - 

Raliabihty ol police services „.._ 59 .+ 

Etfiical behavior of firms 101 

Strength of auditing and reporting standards -...102 .+ 

Efhcacy of corporate boards „ , .115,..- - 

Protection of minority shareholders' interests 114 ......... ■4- 

2Nd pillar Infrastnictare ~ J2.-. ■*■ 

Quality of overall infrastructure - „ 65 + 

Quality of roads „ „....„ 53 .* 

Quality of railroad infrastructure.............. 33 - 

Quality of port infrastructure „ „ 66 ♦ 

Quality of air transport infrastructure . „B6 + 

Available seat kilometers' ...„..„ „...„„..„.5. .+ 

Quality of electricity supply - -78 

Telephone lines* - - .48 -+ 



3rd pillar: Macroecononic stability .. 

Government surplus.'deficit* 

National savings rate* 

Inflation* _ 

Interest rata spread* 

Government debt* „.-...„..., 



_-7 * 

-69 .+ 

-..7 

-..7 

-36 .♦ 



..24. 



4th pillar Health aad primary education II.. 

Business impact of malaria,. - 91 .. 

Malaria incidance* - 75.. 

Business impact of tuberculosis -,..-8S.. 

Tuberculosis incidence* „„...™..™.,..™..™.,— ,..-87.. 

Business impact of HIV/AIDS .56,. 

HIV prevalence* „ ......,«.„.„„..., 25., 

Infant mortality* ™„,„..,..™.,- -..,„..,.. -,.,-,-,,,-81 „ 

Life expectancy*. - - _S6., 

Quality of primary education.,- - - .48.. 

Primary enrollment* - 50., 

Education enpenditure* - - Ill „ 



5th pillar: Higher education and traieiitg .-..-78- 

Secondary enrollment*. 91 .. 

Tertiary enrollment* 80.. 

Quality of the educational system - 73- 

Quality of math and science education. 57.. 

Quality of management schools 90.. 

Internet access in schools - - — -46.. 

Local availability of research and training servlces...39.. 
Extent of staff training _61 .. 



Bih pillar Goods market officiancy 

Intensity of local competition -,.,,„.„.,.„..„ 

Extent ol market dominance „ „ „ 

Effectiveness of anb-monopoly policy - 



-51.. 

..39.. 
..86.. 
-73.. 



6.04 
6.05 
6.06 
6.07 
6.08 
6.09 
6.10 
6.11 
6.12 
6.13 
6.14 
6.15 



7.01 
7.02 
7.03 
7.04 
7.05 
7.06 
7.07 
7.08 
7.09 
7.10 



301 
8.02 
8.03 
8.04 
8.05 
8.06 
8.07 
8.08 
8.09 



9.01 
9.02 
9.03 
9.04 
9.05 
9.06 
9.07 
9.08 



10.01 
10.02 



11 01 

11,02 
11,03 
11,04 
11,05 
11,06 
11.07 
11,06 
11.09 



12.01 
12.02 
12,03 
12.04 
12,05 
12,06 
12,07 



INDICATOR 



Extent and effect of taxation „,.,„,.„47..,. 

Total tax rate* ., 114.,.. 

No, of procedures required to start a business* 101 ... 

Time required to start a business* - 70.,., 

Agricultural policy costs - -,.,-,-,.,8,.- 

Prevalence of trade barriers „ „ „ 78,.,. 

Trade weighted tariff rate* 49-., 

Prevalence of foreign ownershlp,..„,-,.,-,.„.-.,.,-..,-JQ3-,. 

Business impact of rules on FDI - 60,.. 

Burden of customs procedures . .48— 

Degree of customer orientation-,..-,— , 79— 

Buyer sophistication 39— 



-.♦ 
-.♦ 

_.* 
-,♦ 
-.♦ 



7tli pillar Lakor mariiBt aHicieacy .55 + 

Cooperation in labor employer relations 89 .- 

Flexibility of wage determination 51 .- 

Non-wage labor costs* ....-.—....,„..—...-.-...— .-.....,.122— 

Rigidity of employment* 26 ♦ 

Hiring and firing practices-..,-.— -,.,-,-,41 .,.„.,-,.- 

firing costs* ,-„.,..-..,-. 107. 

Pay and producbvity 15- ♦ 

Reliance on professional management- -..,-.-.63 -.-I- 

Brain drain _, . ,-„...,-,.,-. „.38-,-„,-.+ 

Female participation in labor force* 27 

8th pillar: Financial maricet sophisticaliM —118 ^ 

Financial market sophistication 91 - 

Financing through local equity market - 82 ■•■ 

Ease of access to loans - -,.,—100 - 

Venture capital availability - - - 71 .- 

Restriction on capital flows -,..-.—.—.,..-.— .—1 14— 

Strength of investor protection"..— ,-,.,„......— ,-..,-,-,65— 

Soundness of banks - - 128 

Regulation of securities exchanges 111 + 

Legal rights index* - 118. 

9di pillar Technological readliess 19_,^_,».+ 

Availability at latest technologies „ - 79 ♦ 

Firm-level technology absorption 50 ♦ 

Laws relating to ICT 57 * 

FOI and technology transfer — - -.90 *■ 

Mobile telephone subscribers* 86 .— 

Internet users* ...,-,.,„,.■..,.„.,-..,.—,.,—...,.„— ,.,—.,80.,— 

Personal c omputers* „.-._ 86. 

Broadband Internet subscribers* 46 ♦ 



lOlh pillar Market size „ 


2-.... 


+ 




2 




Foreign market size*..—,,.,..,..—.-. 


!•*«••»••*■ •■••n**** ••••(mI ■•Mil 


— .+ 



Illh pillar Business sophisticatioa ..„_.__..-...-S7 

Local supplier quantity — - -„35 

Local supplier quality -,.,-„„..—,-...,...,..,-.— ,^,73. 

State of cluster development - - 29, 

Nature of competitive advantage —.,.-..— „,-,80. 

Value chain breadth -...—...—,—.61. 

Control of international distribution - -...-.-.63. 



Production process sophisticatioa , 81 

Extent of marketing.. -...—.80...-. ♦ 

Willingness to delegate authority 72 ♦ 



12lh pillar Inaovation — .— .— .—- .. 


JS— ., 


.♦ 


Capacity for innovation 


34 


■»• 


Quality of scientific research institutions 


56 


4, 


Company spending on R&D 


32 


•»■ 


University-industry research collaboration 


25 


+• 


Gov t procurement of advanced tech products 


23 


+ 




78 




Utility patents* ,„.- 


59 





* Hard data 

Note Tar (urihnr details and nxplnnalian, plaasit refnr la Iha siiciian 'Haw \a Road Ihe Compalrtivnnaxs Prafllex* an paga 167 
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Key indicators 




GOP 


Total population (millions}, 2007 _ 


4.4 


20,000 


GDP lUSSbillionsl, 2007 


50.1 




GDP lUSSI per capita. 2007 „ 


11,271.4 


15,000 


GDP IPPP. USSI per capita, 2007 


.15,733.1 


10,000 


GDP IPPP. USS) as share of world total (%), 2007 


0.10 








5,000 



0 



(PPP. USS) per capita 1992-2007 




1992 I9»4 1998 1938 20OO 2O02 20O4 20O6 



Croatia Ukraine 



Global Competitiveness Index 



flank 

lout or 1311 



Scort 
11-71 



Global Competitiveness Index 20O7-20Q8 57 4.2 

GCI 2006 2007 (out of 1221 „ „.S6 4.2 

GCI 2005-2006 (out of 114| „ 73 3.8 



Stage of development Transition from 2 to 3 





53 

65... 


....4.6 

3.9 




S3... 


3.9 


Macroeconomii: stability 


73... 


4.8 


Hoalth and primary aducation 


44... 


5.8 


Efficiency enhancers 


61... 


4.0 




46... 


4.3 




71... 


4.1 




™ 56... 


„„44 


Financial market sophistication 


68... 


.4.3 


Tochnological readiness _ 


49... 


3.5 


Market size _„ „„ 


64... 


.3.4 




S3... 


3.8 




64... 


4.1 




50... 


....3.4 



Innmralion . 



Iiutltutions 



lnfr»structur« 



Business 
tO|ilil»IC8lioi 



Market sa« 



Technological 
readiness 




Uacroeconoimc 
^ stability 

\ HaaMiand 
-; prtaMtv 
aducation 

Higtier education 
anil training 



Financial marliel Boods market 

soptiistication ~ efficiency 

Labor market efficiency 



-O* Croatia _o. Ukraine 



The most problematic factors for doing business 



Inefficient government bureaucracy 21.3% 

Corruption „ „ „„.... „ 14.7% 

Tax regulations „ „ 9.4% 

Tax rates 9.4% 

Inadequately educated workforce 9 3% 

Restricovo labour regulations 7.3% 

Access to financing 6 9% 

Poor work ethic in national labour force 5 9% 

Inadequate supply of infrastructure 4 9% 

Crime and theft 4.4% 

Policy instability - 2.9% 

Foreign currency regulations 18% 

Government instability/coups „ 0.9% 

Inflation 0.9% 

Sourer World Econonic Fonm, Enculwa Opinion Survoy 2007 




Croatia 
O Una tic 



to 15 
Percent ol responses 



20 



Note: From a list at 14 faclors, taspa«d>nls wore askad lo saloct tha Fwa most prolilamatic for doing businass in thoir countfy and to rank Ihim batwean 

1 (most problemallc) and 5. The bars in the figure show V\e responses weighted accoidif^g to their rankings. 
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Croatia 



The Global Competitiveness Index in detail 



INDICATOR RANK/131 





Global Competitiveness Index 2107-2008 


— 57. — 






Basic rei|u irements _ „,.,„,„ 


......53 














Innovation and sophistication facton-.-..,_„„_. 


53 








1st pillar: Institutions 


C5.- 




1.01 


Propef1>' lights „...„„... 


78 


+ 


1.02 


Intellectual propertv pfOtection„...„..... ............ 


-...„58 




1 03 








1.04 




-69 


„ + 


1.05 


Judicial independence 


_ 96........ 




1.06 


Favoritism in decisions of government officiais 


63 


♦ 


1.07 


Wastefulness of government spending 


75 


., + 


1.08 


Burden of government regulation „ _. 


- 91 


♦ 


1.09 


Efficiency of legal framework 


-90 


♦ 


1.10 


Tiansparency of government policymaking 


BO 




1.11 




.....„18 


♦ 


1.12 


Business costs ol crime and violenca 


62 


•f 


1.13 


Otganued crime 


79 


♦ 


1.14 


Reliability ol police services _ 


„ 63 




1.15 


Ethical behavior of firms „... 


BO 




1.16 


Strength of auditing and reporting standards 


- 61 




1.17 


Efticacy of corporate boards „ , . 


— 85 


..-+ 


t III 


riuiucilun ui niinQiiiy aiidicnoioera iniBiasis-.... 


in 






2ad pillar Infrastnictare ~ 


53 




2,01 




53 




2 02 




-36 




2.03 




51 — ... 




204 




69 




2.05 


Quality of air transport infrastructuft , .. 


75 


...+ 


2.06 




69 


,.- 


2.07 


Quality of electricity supply » 


43 




2.08 




- 31 


..+ 






,,,-.73 




3.01 


Government surplus.'deficit* 


98 




3.02 


National savings rate* „ 


_48 




3.03 


Inflation* 


43 


, ♦ 


3.04 


Interest rata spread* 


95. 


- 


3.05 


Government debt* „....„...„.„..„...„..„.„..„__. 


„ 58 


- 




4th pillar Health aad primary education 


44 


...+ 


4.01 


Business impact at malana,.- - 


30 


+ 


4.02 




1-.-. 


= 


4.03 


Business impact of tuberculosis 






4.04 


Tube rc ulosis mcids nee* „.„...™..™.,...„...™,™, 


— 56 




4.05 




.19 




406 




„,.1 . 


,..+ 


4.07 




— 32 


...+ 


4.06 








409 




-34 




4.10 


Primary enrollment* „ „™ „...„ 


91...— 




4.11 




.62 






5th pillar Higher education and training 


46. 




5.01 


Secandary enrollment* 


57 




5.02 


Tertiary enrollment* 


51 




5.03 


Quality of the educational system „ 


„ 61 




5.04 


Quality of math and science education 


26 


* 


5.05 


Quality of management schools 


71 . 




5.06 




42... 


,, + 


5.07 


Local availability ol research and training services. .38 


.+ 


5.08 


Extent of staff training 


60 


♦ 












Bih pillar Goods raarket efficiency-.— 


71.- - 




6.01 


Intensity of local competition „...„.„.......„..,„, 


- 63 




6.02 


Extent of market dominance „ „ ,. 


„ 77 




6.D3 


Effectiveness of anb-monopoly policy _ 


......69 


♦ 



•f better than Ukraine - worse than Ukraine 



6.04 






6.05 


Total tax rate* 


34 




6 as 


No, of procedures required to start a business* 


65 „ , 




6.07 




91 




6.08 


Agricultural policy costs -..,..........».......-., 


.....119..... 




6.09 




SO 




6.10 


Trade weighted tariff rate* 


52 




6.11 


Prevalence of foreign ownership..,-,-..,.,.,..^,.,.., 


12 




6.12 




......102 




6.13 




51 




6.14 


Degree of customer orientation 


76 




6.15 


Buyer sophistication 


69 


* 










7lli pillar Labor martret aHicieacy 


.56 




7 ni 

/.U 1 


Cooperation in labor-employer relations 


113 




7.02 


Flexibility of wage deteimination 


. 69 




7.03 




70.-.-.. 




7.04 


Rigidity of Bmployment* 


91 


♦ 


7.05 


Hiring and finng practices..................... 


74 — 




7.06 


Firing costs* , ...._...„.. 


87 




7.07 


Pay and productivity 


37 




7.08 


Reliance on professional management. .., 


76 




7.09 


Brain dram . ,„,....._,.,„.. 


97 — 




7.10 


FpitiaIp nArtipinjitinn in Ishnr fnrf*p^ 


4B 








......xi 




801 


Financial market sophistication 


67 




8.02 


Financing through local eguity market. 


.... 67 ... 




8.03 


Ease of access to loans m.. 


......59...... 




8.04 




73 




8.05 


Restriction on capital flows -.„......„.........._.. 


75 


....+ 


8.06 




..-.113 




8.07 




-.59 


...+ 


8.08 




TO 


.,„♦ 


8.09 


Legal rights index* „ 


47 






9di pillar Technologtcai raadliess 


M 




9.01 


Ai/mlahilitv n1 l^itp^^f tprhnnlnmn^ 


76 




9.02 


Firm-lavfli lechnalogy absorption 


93 




9.03 


Laws rfilcitinQ to ICT 


46 




9.04 




.....114 — 




9.05 


Mobils tslGphans subscribBrs^ 


40 




9.06 


IntcrnGt users* .....^i.«r«(>ti«ttM.<*<i«*tM*<«.>»*»»»*<«>tM«< 


.,„„,35„^,. 




9.07 


Personal c omputers* , 


42 — 




9.08 


Broadband Internet subscribers*' 


51 






10th pillar Market size „ . . 


*4._.„. 




10,01 




66 




10.02 


t-nroinn mjirlfpt ^170* 

rvmiyi) ■lldln.Cl •t»»(i*t>tia*MMi**ia*iM*i«airH*HM*(aMn*i 


71 






11th Dillar Business sonhisticstinu _ 


., jG4 




11 01 




82 




11,02 


Local supplier Quality 


......72..... 




11,03 




65...... 


...+ 


11,04 


Nature of competitive advantage 


39 




11,05 


Value chain breadth „.....„.._....., 


64 




11,06 


Control of international distribution .., 


46 




11.07 




61 


..,,+ 


11,06 


Extent of marketing.. ... 


55 




11.09 


Willingness to delegate authority 


SO 






12lh pillar Inaovation ....... 


St 




12.01 


Capacity for innovation 


48 




12.02 


Quality of scientific research institutions 


54 


4' 


12,03 


Company spending on R&D 


47 


„„+ 


12.04 


University-industry research collaboratian 


38 


■f 


12,05 


Gov t procurement of advanced tech products 


80 




12,06 




46 




12,07 


Utility patents* ,„„ . 


— 35 — 





* Hard data 

NatD Far lurihnr dntails and cKplanalion. plaasit refnr la Iha siiciian 'Haw \a Read Ihe CompalrtiVDnaxs Profiles* an page 167 
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a. 
E 



o 



c 



£ 
o 
o 



Estonia 



Key indicators 

Total population (mililonsj, 2007 _ 1.3 

GDP lUSSbillionsl, 2007 20.6 

GDP lUSSI per capita. 2007 15,309.8 

GDP IPPP. USSI per capita, 2007 21,860,2 

GDP IPPP, USSj as share of world total (%), 2007 0.04 



GOP (PPP. USS) per capita 1992-2007 




> Estonia 



I Ukraine 



Global Competitiveness Index 



Rank 

lout 011311 



Score 
11-71 



Global Competitiveness Index 20O7-20Q6 27 4.7 

GCl 2006 2007 (out of 1221 „ 26 4.8 

GCI 2005-2006 (out of 114| „ 26 4.7 



Stage of development Transition from 2 to 3 



190 





.29 

34... 


....13 
4.7 




36... 


4.4 


Macroeconomii: stability 


14... 


58 


HGalth and primary education 


30... 


6.1 


Efficiency enhancers 


27... 


4.7 




23... 


5.2 




27... 


....4.9 




26... 


...4.8 




31... 


.5.1 


Tochnological readiness _ _ 


19... 


5.1 


Market size _„ „„ 


._ .91... 


.19 




X... 


.4.1 




44... 


....4.4 




31... 


..3.8 



llUtltUtiORt 



Innovalion . 



i j""'-- In(r»structur« 




Market site 



Technological 
readiness 



Uncroeconom 
stability 

Health and 
pninwY 
•ducatian 

Higher education 
anil training 



Financial market Boods market 

sophistication ~ efficiency 

Labor market efficiency 



' Estonia -o- Ukrame 



The most problematic factors for doing business 



InsdaquatGly educated workforce 

Inefficient government bureaucracy 

Poor work etiiic in national labour force 

Inflation 

Inadequate supply of infrastructure 

Restricove labour regulations „ 

Tax rates 

Corruption 

Access to financing „ 

Tax regulabons „ „ 

Policy instability „„ „ 

Crime and tfteft 

Government instability/coups 

Foreign currency regulations 




a 5 to 15 20 25 

Saurct' World Econonic Form, Encutwe Opinion Survsy 2007 Percent ol responses 

Nota: From a list of 14 faclors, respondents wars asksd to select the tivi most proMiimatic for doing biisintxs in their countfy end to rank (hem between 
1 (most problematic) end 5. The bars in the figure sliow the responses weighted accoiding to their lanklngi. 
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Estonia 



The Global Competitiveness Index in detail 



+ bener than Ukraine - worse than Ukraine 



1.01 
1.02 
1 03 
1.04 
1.05 
1.06 
1.07 
1.08 
1.09 
1.10 
1.11 
t.l2 
1.13 
1.14 
1.15 
1.16 
1.17 
1.18 



2,01 
2 02 
2.03 
204 
2.05 
2.06 
2.07 
2.08 



3.01 
3.02 
3.03 
3.04 

3.05 



4.01 
4.02 
4.03 
4.04 
4.05 
406 
4.07 
4.06 
409 
4.10 
4.11 



5.01 
5.02 
5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.03 



INDICATOR 



RANK/131 



Global Competitiveness Index 2I07-2IMNI ........._,..-...Z7.-. ■•■ 

Basic requirements _ „._,..29 ~* 

Efficiency enhancers . 27 •¥ 

Innovation and sophistication factors-.-..._„„_».„_JS.-......-'«- 



1st pillar: institutions 

Property lights - 26 

Intellectual property protection-...^..... 34 

Diversion of public funds „ „ „.....4* 

Public trust of politicians 43 + 

Judicial independence 27. .+ 

Favoritisni in decisions of government officials ^44 .* 

Wastefulness of govornmont spending 39 + 

Burden of government regulation „ 10 ♦ 

Efficiency of legal framework _ 29 



Transparency of government policymaking 28 .+ 

Business costs of larrorism „. 27 

Business costs of crime and violenca 35 .'f 

Organized crime 31 .♦ 

Raliability ol police services .44 .♦ 

EUiical behavior of firms 45 

Strength of auditing and reporting standards .......31 

Ethcacy of corporate boards , . ...32.... -+ 

Protection of minority shareholders' interests „41 



2ad pillar infrastnictare ~ 

Quality of overall infrastructure - „J7 .+ 

Quality of roads „ „„„„ _55 .+ 

Quality of railroad infrastructure.............. ...„37..,„ - 

Quality of port infrastructure „ „ 26 ♦ 

Quality of air transport infrastructure . , 53 + 

Available seat kilometers' „ 109 - 

Quality of electricity supply - 38 

Telephone lines" „ _ „ 34 „+ 



3rd pillar: Macroecononic slabilily .. 

Government surplus,'deficit* 

National savings rate* 

Inflation* _ 

Interest rata spread* 

Government debt* „...„... 



_14 * 

ja + 

_58 

„65 

-12 .+ 

-..4 .+ 



4th pillar Health and primary edycation. . -.-.-30.. 

Business impact of malaria,.- - „ 17.. 

Malaria incidence* - t_ 

Business impact of tuberculosis...-,..., - -,..-58., 

Tuberculosis incidence* „.—.,-„.-..,.—,—..,-,- W,. 

Business impact of HIV/AIDS 73.. 

HIV prevalence* - -,.,„ 103., 

Infant mortality* -...,.„....-,..-......™..„..,.. -...-,-...-32., 

Life expectancy*. - - -SB., 

Quality of primary education.,- - - -19„ 

Primary enrollment* - 

Education enpenditure* - - -SB., 



..+ 

.+ 

..♦ 
..+ 
..* 
..+ 
,.♦ 
..+ 
..♦ 
. + 



5th pillar: Higher education and traiaing ,—.-23.. 

Secondary enrollment* 31 ., 

Tertiary enrollment* ..._18.. 

Quality of the educational system - ......35.. 

Quality of math and science education 22.. 

Quality of management schools 31 .. 

Internet access in schools - .6.. 

Local availability of research and training servlces...27.. 
Extent of staff training _30.. 



Bih pillar Goods raarket efficiency—. 

Intensity of local competition -...„. 

Extent of market dominance „ 

Effectiveness of anti-monopoly policy.. 



-27.. 



...24., 
...40.. 
.-32- 



6.04 
6.0S 
6.06 
6.07 
6.08 
6.09 
6.10 
6.11 
6.12 
6.13 
6.14 
6.15 



7.01 
7.02 
7.03 
7.04 
7.05 
7.06 
7.07 
7.08 
7.09 
7.10 



801 
8.02 
8.03 
8.04 
8.05 
8.06 
8.07 
8.08 
8.09 



9.01 
9.02 
9.03 
9.04 
9.05 
9.06 
9.07 
908 



11.01 
11,02 
11.03 
11.04 
11,05 
11,06 
11.07 
11.06 
11.09 



12.01 
12.02 
12,03 
12.04 
12,05 
12,06 
12.07 



INDICATOR 



RANK/131 



Extent and efiect of taxation -„,„....12 -.4- 

Total tax rate* 77 + 

No, of procedures required to start a business* 16 ■»' 

Time required to start a business* „ 70 .- 

Agricultural policy costs - -...—.13— 

Prevalence of trade barriers „ „ „ 17 

Trade weighted tariff rate* 13 

Prevalence of foreign ownership— .—,—,..—..— 33— 

Business impact of rules on FDI — - 7 

Burden of customs procedures 17 + 

Degree of customer orientation 26 ♦ 

Buyer sophistication .47 ♦ 

7tli pillar Labor marttet aHicieacy 26 + 

Cooperation in labor employer relations 27 4 

Flexibility of wage determination 2_ ♦ 

Non-wage labor costs* ....-.—.„.„,..— ... 115 ♦ 

Rigidity of employment* 110 

Hiring and hnng practices-,.-.— —„...,».-,.,— ,55.,.,,..-,.- 

firing costs* ,-„..,.-...„ 80. 

Pay and productivity , 8. ♦ 

Reliance on professional management- -..,-,-,29 -.-I- 

Brain dram _, . .- -,.,„, „.44-,— 

Female participation in labor force* 2S 

8th pillar: Financial maricet sophisticalioi J1 * 

Financial market sophistication 29 + 

Financing through local equity market - 25 * 

Ease of access to loans - -,.,-,-,1B..,- ♦ 

Venture capital availability - - - 24 ■¥ 

Restriction on capital flows -,—.-...—.-...-...—17...—...+ 

Strength of investor protection".— ,-,..„...—...„,.,— .,25— 

Soundness of banks - -,32 -.+ 

Regulation of securities exchanges , 26 + 

Legal rights index* - , 69 

9di pillar Technological readliess — .16— .+ 

Availability a1 latest technologies „ „ 25 ♦ 

firm-leval technology absorption 26 ♦ 

Laws relating to ICT 2 ♦ 

FOI and technology transfer —.„-..,—.-,.„„, 10 *■ 

Mobile lalephanB subscribers* 9 ♦ 

Internet users* —,—,.„.,-,.—,.,—„.,.,.—,.,— IB— .-I- 

Personal computers* 21 

Broadband Internet subscribers* 22 ♦ 



lOlh pillar Waxkel size 

10.01 Domestic market size' 

1 0.02 Fore ign ma rket size*.,— 



78., 



Illh pillar Business sophisticatioa 44.- .'f 

Local supplier quantity — - — S3,.— 

Local supplier quality -,..-.....—..........—34—..—+ 

State of cluster development — .- - 72..—.+ 

Nature of competitive advantage —...—..—.65.—.™+ 

Value chain breadth .57...-...-.+ 



Control of international distribution - -...-.-.65 ^ 

Production process sophistication 38 + 

Extent of marketing.. -...-.-.35...- ,.+ 

Willingness to delegate authority 31 + 



12lh pillar Inaovation — _— .— ,-. 


31 




Capacity for innovation 


39 


♦ 


Quality of scientific research institutions 


26 




Company spending on R&D 


37 


„-f 


University industry research collaboratian 


32 


+• 


Gov t procurement of advanced tech products 


24 


+ 


Availability of scientists and engineers 


68 




Utility patents* ,„,- 


43 


_,+ 



> Hard datii 

NatD Far lurlhnr dDtails and uxpliinfllion. plaasR refnr in Iha sucllan 'Haw la Rnad Ihe Compalitivnnaxs Prafilex* an page 1fi7 
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Global Competitiveness Index 



Rank 

lout at 1311 



Score 
11-71 



Global Competitiveness Index 2007-2008 47 4.4 

GCl 2006 2007 (out of 1221 „ 38 4.5 

GCI 2005-2006 (out of 114| „ 41 4.3 



Stage of development Transition from 2 to 3 



192 







54... 


..„4.S 
4.1 




54... 


3.9 


Macroeconomic stability 


107... 


4.2 


HBalth and primary aducation 


41 ... 


5.9 


Efficiency enhancers 


40... 


4.3 




33... 


4.6 




59,... 


,..,4.3 




58... 


,..4.4 




„ 51... 


.4.6 


Tochnological readiness 


™ 41... 


3.9 


Market size _„ „„ 


41... 


.4J 


Innovation and sophistication factors „. 


.43, 

46.... 


.4.0 
4.3 




37... 


....3.6 



Innovation . 



Business 
tophlMlcaiton j 

I I 

Market 



Technological 
readiness 



liutltutiORt 



-— ... Infrastructure 



Macroeconoimc 
stability 




Higher education 
and iraining 



Financial markel Goods market 

sophistic Btion efficiency 
Labor market efficiency 



> Hungary -o- Ulrame 



The most problematic factors for doing business 



Tax regulations - . ^ . 16.7% 

Tax rates „ „ 15.0% 

Policy instability 1Z3% 

Inefficient government bureaucracy 10.3% 

Access to financing 8 4% 

Corruption 7.4% 

Inadequately educated workforce....^ 7 2% 

Inadequate supply of infrastructure 6.5% 

Inflation . 5 3% 

Poor work ettiic in national labour force 4 6% 

Restrictive labour regulations „ 3.5% 

Government instability/coups 1 2% 

Crime and tfieft 0 8% 

Foreign currency regulations „ 0.7% 

Saurct' World Econonic Fonm, Encutwa Opinion Survoy 2007 






Hungary 


o 


Ukraine 



to 15 
Percent ol responses 



20 



Note: From a list of 14 faclors, rispondanis wore askad lo s«loct the fivn most proliliimjitii: for doing businDss in thair counfy and to rank (hem betwaan 
1 (most ptoblemallc) and 5. TDe bars in the figure sliuw the responses weigmed accoiding to their cankin ji. 
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Hungary 



The Global Competitiveness Index in detail 



1.01 
1.02 
1 03 
1.04 
1.05 
1.06 
1.07 
1.08 
1.09 
1.10 
1.11 
1.12 
1.13 
1.14 
1.15 
1.16 
1.17 
1.18 



2,01 
2 02 
2.03 
204 
2.05 
2.06 
2.07 
2.08 
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Innovation and sophistication factors..-.. 


43 — 


* 



1st pillar: Institutions 

Propecly lights ........... 

Intellectual propertv pfOtection„...„...„.,., 
Diversion of public funds „..,.„... 



37 + 

37 .+ 

56 



Public trust of politicians 75 + 

Judicial independence _.....49 .+ 

Favoritism in decisions of government officials 38 - 

Wastefulness of government spending 117 - 

Burden of government regulation „ 110.... - 

Efficiency of legal framework 57 

Transparency of government policymaking 94 .+ 

Business costs of terrorism 11 ....„.....+ 

Business costs of crime and violenca 31 .-f 

Organized crime 48 .♦ 

Raliability ol police services _ .41 .♦ 

EUiical behavior of firms 85 

Strength of auditing and reporting standards - SO .+ 

Etticacy of corporate boards , .„S9 -+ 

Protection of minority shareholders' interests „48 .* 



2ad pillar Infrastnictare ~ 

Quality of overall infrastructure - 52 + 

Quality of roads „ „„„„ 64 .+ 

Quality of railroad infrastructure.........,..^ 42.... - 

Quality of port infrastructure „ .71 ♦ 

Quality of air transport infrastructuft . . .72 + 

Available seat kilometers' 61 - 

Quality of electricity supply .49 

Telephone lines" _ 35 + 



3rd pillar: Macroecononic stability .. 

Government surplus.'deficit" 

National savings rate* 

Inflation* _ 

Interest rata spread* _ 

Government debt* „....„. .....„.., 



..117- 

.126.. 
...92.. 
...59.. 
...10.. 
.100.. 



4tli pillar Health aad primary education ._.._„__41. 

Business impact at malana,.- - 5.. 

Malaria incidence* 1. 

Business impact of tuberculosis........ -,....46.. 

Tube rc ulosis mcide nee* „„..,™..™.,...-.„_...„,™..38.. 

Business impact of HIV/AIDS .15,. 

HIV prevalence* „ .-...,-.„.„..... 25., 

Infant mortality* ....,.,.....„,... „...„..,.. -...„,„..,.35., 

Life expectancy* . _S1 ., 

Quality of primary education.,. - -37.. 

Primary enrollment* ...........84.. 

Education enpenditure* .19., 



..+ 

.+ 

..+ 
..♦ 
..+ 
..* 
..+ 
,.♦ 
..+ 
..♦ 
. + 



5th pillar: Higher edscation and traising .—..J3.. 

Secondary enrollment* 37., 

Tertiary enrollment* 25.. 

Quality of the educational system 65- 

Quality of math and science education 23.. 

Quality of management schools 57.. 

Internet access in schools _ 27.. 

Local availability of research and training services. .61 .. 
Extent of staff training _74.. 



Bih pillar Goods market efficiency 

Intensity of local cDmpetition „...„. 

Extent of market dominance ... 

EHecIiveness of anti-monopoly policy.. 



.59.. 



32.. 

64.. 

39. 
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Extent and effect of taxation 1 17 -.4- 

Total tax rate* 99 + 

No, of procedures required to start a business* 16 ■»' 

Time required to start a business* 78 .- 

Agricultural policy costs „ .......Ill ......... 

Prevalence of trade barriers „ „ „ 19 ..♦ 

Trade weighted tariff rate* 13 „.♦ 

Prevalence of foreign ownership„....,.,„„,.„,.,...,.„.13.„,.._.* 

Business impact of rules on FDI 31 .,<f 

Burden of customs procedures .44 + 

Degree of customer orientation 86. 

Buyer sophistication 91 

7tli pillar Labor marliBt sHicieacy .5t„ _.+• 

Cooperation In labor-employer relations 43 4 

Flexibility of wage deteimination 61 

Non-wage labor costs* 1 17.... ♦ 

Rigidity ot Bmployment* SO ♦ 

Hiring and tinng practices......—.-.-.,..- ....-,-,71 

Firing costs* , ..,.....„. SB. 

Pay and productivity . S6 

Reliance on professional management. ....-.-.SB ..-I- 

Brain dram _, . .„,.....-..,„„.„„.S5 ...„,„♦ 

Female participation in labor force* SO ^ 

8th pillar: Financial maricet sophisticaliM -.51 .„ * 

Financial market sophistication 47 + 

Financing through local equity market „ 76 ••■ 

Ease of access to loans .,.....,51.... ♦ 

Venture capital availability SO ■¥ 

Restriction on capital flows .,........„„..........._„.29........+ 

Strength of investor protection". ,„.,.,.,„„.,.,.„,.,.,.,.,97 

Soundness of banks ..73 ..+ 

Regulation of securities exchanges , ..46 + 

Legal rights index* „ 27. 
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11.07 
11,06 
11.09 
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9di pillar Technological roadliess 

Avaiiabilitv at latest technologies 

Firm-level technology absorption 

Laws relating to ICT 



„.„.S6 ♦ 

48 ♦ 

.48 * 

FOI and technology transfer „„....„,„„....„,..„.„ 12 *■ 

Mobile telephone subscribers* 25 ♦ 

Internet users* .,.,„,.,..,.„.,-.-,— ,.,.„.....„„„,..„™,3B-.-..„-+ 

Personal c omputers* 49 .„.♦ 

Broadband Internet subscribers* 36 ♦ 



10th pillar Marliet size „ .41 ., 

10.01 Domestic market size' 43., 

10.02 Foreign market size*....,,.,...— -...,-.,.— ..„....,35., 



Illh pillar Business sophisticatios - , .46.- .* 

Local supplier quantity — - -„69. 

Local supplier quality .,.,_,„,—,.,....,...,.— .—,-,59...,-..+ 

State of cluster development 6......,..+ 

Nature of competitive advantage .„...~..,— „,_,54..„..™+ 

Value chain breadth „..,.,..,.— ,.,.,32 

Control of international distribution .......110 .- 

Production process sophistication .45 + 

Extent of marketing.. ........63.... ,.♦ 

Willingness to delegate authority 8S + 







.♦ 


Capacity for innovation 


38 


„ •»• 


Quality of scientific research institutions 


24 


4' 


Company spending on R&D 


68 




University-industry research cotlaboration 


34 


+• 


Gov t procurement of advanced tech products 


86 




Availability of scientists and engineers 


40 


+ 


Utility patents* , 


.,.,32.,., 


♦ 



* Hard data 

NatD Far lurihnr dntails and cKplanalion. plaasit refnr la Iha siiciian 'Haw \a Read Ihe CompalrtiVDnaxs Prafllex* an page 167 
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Key indicators GOP (PPP. USS) per capita 1992-2007 

Total population (miliionsj, 2007 „ „ 

GDP lUSSbillionsl, 2007 

GDP lUSSI per capita. 2007 „ 

GDP IPPP. USSI per capita, 2007 

GDP IPPP, USSj as share of world total (%), 2007 
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The most problematic factors for doing business 



Inadequate supply of infrastructure 24.0% 
















Corruption „ „..11.9% 




Tax regulations 7 4% 

Tax rates . . 4.9% 
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Inadequately educated workforce....™........ 3.1% 




Crime and theft 0.7% 


■ o 
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Sourer World Econonic Form, Encutwo Opinion Survoy 2007 Percent ol responses 

Nolo: From a list of 14 faclors, raspondonls wars asked to solacit the livn most probloniatic for doing businass in their countfy end to rank Ihsm batwean 
1 (most problematic) end 5. The bets in the tiguie show the responses weighled accoiding to their rankings. 
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The Global Competitiveness Index in detail 
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Global Competitiveness Index 2107-2009 .41 ■*■ 

Basic retjuirements _ „,..„,_.....„._,..74 * 

Efficiency enhancers . 31 ■¥ 

Innovation and sophistication facton-.-..,_„„_».„„16.-.„...-'«- 



1st pillar: Institutions — 4S * 

1.01 PropeiTy' lights - 44 + 

1 .02 Intellectual propertv protection ^48 .+ 

1 03 Diversion of public funds „ „ 64 

1 .04 Public trust of politicians S3 + 

1.05 Judicialindependence 26. .+ 

1 .06 Favoritjsin in decisions of government officials 54 .* 

1 .07 Wastefulness of govornmont spending ^47 + 

1.08 Burden of government regulation „ 79 ♦ 

1.09 Efficiency of legal framework 34 

1.10 Transparency of government policymaking 45 .+ 

1.11 Business costs of larrorism „. .„., 93_ - 

1.12 Business costs of crime and violenca .45 .'f 

1.13 Organized crime 68 .♦ 

1.14 ReliabilitY ol police services _ BO 

1.15 Etfiical behavior of firms GO 

1.16 Strength of auditing and reporting standards .......27 .-«■ 

1.17 Efhcacy of corporate boards „ , . ...33.... + 

1.18 Protection of minority shareholders' tnteresis „Z7 ......... .4' 



•f better than Ukraine - worse than Ukraine 
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No, of procedures required to start a business* 


85 
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Degree of customer orientation 


33 
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Buyer sophistication 
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7tli pillar: Labor marfcet BHicleacy 


96 
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7.01 


Cooperation in labor-employer relations 


56 
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Flexibility of wage determination 


. 57 
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Rigidity of Bmployment* 


70 
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Firing costs* , ..,.„..„.. 


84 
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Pay and productivity .. 


46 




7.08 


Reliance on professional managements ~. 


24 
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Brain dram , ,„,...„„.„„ 


45 
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116 





8tfi pillar: Financial maricet sophisticalioi ...31 * 

8 01 Financial market sophistication 33 + 

8.02 Financing through local equity market „ 13 *■ 

8.03 Ease of access to loans m,..™.38..... •»• 

8.04 Venture capital availability „ „ „ 29,.„ -f 

8.05 Restriction on capital flows „...„„..„......„.._..._™.M..._ + 

8.06 Strength of investor protection". ...„.„...„......„..„..„.„.25-«....„.* 

8.07 Soundness of banks „ „ -.46 „.+ 

8.08 Regulation of securities exchanges 30 + 

8.09 Legal rights index* „ 47. 



2ad pillar Infrastrtictare ~ .......................CT.-,-..-* 

2 01 Quality of overall infrastructure - 79 - 

2 02 Quality of roads „ „..,.„ 82 .+ 

2.03 Quality of railroad infrastructure.............. 23 .* 

2 04 Quality of port infrastructure „ „ 80 ♦ 

2.05 Quality of air transport infrastructurt - . „61 + 

2.06 Available seat kilometers' ...„..„ „... 10 

2.07 Quality of electricity supply - 106 - 

2.08 Telephone lines" „ _ „ 102 - 

3rd pillar: Macroecononic slabllily 118 - 

3.01 Government surplus.'deficit* 125 - 

3.02 National savings rate* „ _ „38 .♦ 9.01 

3.03 Inflation* _ 81 9.02 

3.04 Interest rata spread* 47 .+ 9.03 

3.05 Government debr . .....109 - 9.04 
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5th pillar: Higher edacation and traiaing .... 
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Secondary enrollment* 


103 
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Tertiary enrollment* 


98. 
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Quality of the educational system 


81 . 


....+ 
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Quality of math and science education . .. 


11 
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Quality of management schools 
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5.07 


Local availability of research and training services. .31 


.+ 


5.08 


Extent of staff training 


33 
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Bib pillar Goods raarket efficiency 


3B._ . 




6.01 


Intensity of local competition 


10 




6.02 


Extent of market dominance „ „.. 


19 
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Effectiveness of anii-manopoly policy „. 


30 
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Availability at latest technalogies 


„.-.31_.- 




Firm-level technology absorption 


22 




Laws relating to ICT 


36 
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FDI and technology transfer „...„-...„..., 


28 




Mobile telephone subscribers* 


114 




Internet users* 


95 — 




Personal computers* 
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Broadband Internet subscribers* 
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3-.... 
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Foreign market size*..™...........,...- «..„ 
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Illh pillar Business sophisticatioa .... .. , ,2S.- .* 

1 1 01 Local supplier quantity ..,..6..„„....+ 

1 1 .02 Local supplier quality -,.,_,..,...,..-..............,..33..,.,.,..+ 

1 1 .03 State of cluster development - 24....,.,-.+ 

1 1 .04 Nature of competitive advantage -„...~...-..„._.75..™..-.+ 

1 1 .05 Value chain breadth -..,-...,._...-..._,-,27 

1 1 .06 Control of international distribution - -..,-,-,31 

11.07 Production process sophistication .41 ♦ 

11.06 Extent of marketing.. -...-.-.30...-...-.* 

11.09 Willingness todelegate authority 32 + 



12lh pillar Inaovation 

12.01 Capacity for innovation 31 ♦ 

12.02 Quality of scientific research institutions 22 + 

12.03 Company spending on R&D 28 + 

12.04 University-industry research cotlaboration 44 ■¥ 

12.05 Gov t procurement ol advanced tech products 71 + 

12.06 Availability of scientists and engineers - 4 

12 07 Utility patents* ,„.. . 02. 



* Hard datH 

NatD Far turlhnr dntails and CKpliiiiflllan. plaasR refnr Id lha siiclian 'Haw la Read lha CompalrtiVDnaxs Prafilex* an page 167 
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Key indicators GOP (PPP. USS) per capita 1992-2007 

Total population (miliionsj, 2007 „ 15.1 12.0CO 

GDP lUSS billionsl, 2007 95.5 lo.ooo 

GDP lUSSI per capita, 2007 „ „ 6,313.9 aooo 

GDP IPPP. USSI per capita, 2007 10,658.4 g ji-.^ 

GDP IPPP, USS) as share of world total (%), 2007 0.22 ^^j^^ 
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Rank 

lout of 1311 



Score 

11-71 



Global Competitiveness Index 2007-2008 61 4.1 

GCI 2006 2007 (out of 1221 „ 50 4.3 

GCI 2005-2006 (out of 114| „ 5» 4.1 
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The most problematic factors for doing business 



Corruption ^ 16.2% 

Inadequately educated workforce...... 13.0% 

Tax regulations „ „ 1Z9% 

Tax rates 12.0% 

Inadequate supply of Infrastructure 9 0% 

Access to financing „ 8.5% 

Inflation 7 2% 

Inefficient government bureaucracy 5.9% 

Poor work ethic in national labour force 4 3% 

Crime and theft 4.0% 

RestrlctivB labour regulations „ 3.3% 

Foreign currency regulations 1 4% 

Government inslability/coups 14% 

Policy instabllitv 0.9% 

Sourer World Econonic Form, Encutwo Opinion Survay 2007 
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Ukraine 



to 15 
Percent ol responses 



20 



Nolo: Fram ■ list of 14 faclors, rospoodonls wurii asksd lo s«lact llie DM iDOtt proliliiriiatic for doing businoss in their counfy end to rank them botweon 
1 (most problemallc) and 5. The bars in the figure show the responaea weighted accoiding to tlieir rankings. 
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The Global Competitiveness Index in detail 
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Global Competitiveness Index 2I07-2I)N .. 

Basic requirements _ „,.,„,„ -,..66,. 

Efficiency enhancers . .-.„.„«_._„ St.. 

Innovation and sophistication factors-,-,.._„.„„...„.„l4- 



1.01 
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1.05 
1.06 
1.07 
1.08 
1.09 
1.10 
1.11 
1.12 
1.13 
1.14 
1.15 
1.16 
1.17 
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406 
4.07 
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4.10 
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5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.D3 



.._+ 
.,..+ 



1st pillar: Institutions — M * 

Propetty nghts - „„ 91 + 

Intellectual propertv pfOtection„,..„...„.,..„...._...-._.....90 .+ 

Diversion of public funds. „..,.„ „ 62 



Public trust of politicians 68 + 

Judicial Independence _...I00 .+ 

Favoritisni in decisions of government officials 61 .* 

Wastefulness of govornmont spending 54 + 

Burden of government regulation „ 59 ♦ 

Efficiency of legal Itainework 72 

Tiansparency of government policymaking 75 .+ 

Business costs ol terrorism 82- - 

Business costs of crime and violenca 68 4 

Organized crime 87 .+ 

Raliability ol police services 91 .+ 

EUiical behavior of firms 102 

Strength of auditing and reporting standards ..85 .+ 

Ethcacy of corporate boards „ , . -+ 

Protection of minority shareholders' interests 112....„....> 

2id pillar lnfrastnictare ~ »....._..„-,.-.__.,_71 ....-..'«' 

Quality of overall infrastructure - „ »71 + 

Quality of roads „ „,.„„ 109 .+ 

Quality of railroad Infrastructure...-...-...^ 39 - 

Quality of port infrastructure „ „ 88 - 

Quality of air transport infrastructure . 92 .+ 

Available seat kilometers' „._...-..- „... 63 .♦ 

Quality of electricity supply - 75 

Telephone lines" - „ 67 - 

3rd pillar: Macraecononic stability 25 ■¥ 

Government surplus.'deficit* IS -+ 

National savings rale* „ ^47 

InflaUon* _ 104 

Interest rata spread* 5 .+ 

Government debt* ...„..„.....„„„-„.^...„..6 .+ 



4th pillar Health and primary education 94- 

Business impact of malaria,. - 77.. 

Malaria incidence* 00.. 

Business impact of tuberculosis -..,107.. 

Tuberculosis incidence* „„.„™.„,.....-...™..-. ...96.. 

Business impact of HIV/AIDS _87.. 

HIV prevalence* „ 25., 

Infant mortality* ™ „ 107.. 

Life expectancy*. - - 107., 

Quality of primary education.,- - - .68, . 

Primary enrollment* - -...„„.._74.. 

Education enpenditure* ..„-.-- - - -50.. 



5th pillar: Higher education and traiaing 

Secondary enrollment* 

Tertiary enrollment* 

Quality of the educational system 



57. 

30 „ 

35.. 

64- 



Quality of math and science education. 70.. 

Quality of management schools 95.. 

Internet access in schools - - - „50.. 

Local availability of research and training servlces. .B2.. 
Extent of staff training _93.. 



Bih pillar Goods market otficiency 63 * 

Intensity ol local competition — „...„.....™.,-,-...-74 .+ 

Extent of market dominance „ „ „.„-.„-. .-81 .. .+ 

Effectiveness of anti-monopoly policy 81 



11 01 

11,02 
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11,06 
11.07 
11,06 
11.09 



12.01 
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12,07 



+ better than Ukraine - worse ttian Ukraine 
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6.04 Extent and efiect of taxation „. 81 -.4- 

6.05 Total tax rate* ., 61 + 

6.06 No, of procedures required to start a business* 27 * 

6.07 Time required to start a business* - 32 * 

6.08 Agricultural policy costs „ - -,..—.85— ......t' 

6.09 Prevalence of trade barriers - 114 

6.10 Trade weighted tariff rate* 77 .- 

6.1 1 Prevalence of foreign ownership -,.,„„,..-,,— .„-„.97 

6.12 Business impact of rules on FDI - 91 -.'f 

6.13 Burden of customs procedures -..100 + 

6.14 Degree of customer orientation 58 ♦ 

6.15 Buyer sophistication SO ♦ 

7tli pillar Labor maittat aHicieacy 15_ + 

7.01 Cooperation in labor employer relations 52 

7.02 Flexibility of wage determination 20_ ♦ 

7.03 Non-wage labor costs* ....-.—.„.,.,..—...-.„..— .- -.88 ♦ 

7.04 Rigidity o) employment* 22 ♦ 

7.05 Hiring and finng practices-...-.—.....—..- -..,-,-...4..,-..,-,+ 

7.06 firing costs* 12 + 

7.07 Pay and productivity 23 — ♦ 

7.08 Reliance on professional management- -,..-.-.82 

7.09 Brain dram . .-. „.81 ♦ 

7.10 Female participation in labor force* 12 ^* 

8tfi pillar Financial mailcet sophisticaliM -.M— . * 

8.01 Financial market sophistication 73 + 

8.02 Financing through local equity market - 89 ■•■ 

8.03 Ease of access to loans - -...-.-.55...- ♦ 

8.04 Venture capital availability - - - 48,.- 

8.05 Restriction on capital flows - „ 105... .- 

8.06 Strength of investor protection"....-.-...— ....-„.-...„.-.35— 

8.07 Soundness of banks „ - -.86 

8.08 Regulation of securities exchanges , 113 + 

8.09 Legal rights index* - , 47. — - 

9di pillar Technological raadiaess ..—77 4' 

9.01 Availabilitv a1 latest technologies „ „ 90 ♦ 

9.02 firm-level technology absorption 75 ♦ 

9.03 Laws relating to ICT 64 * 

9.04 fOI and technology transfer „.... „ 101 ♦ 

9.05 Mobile talephane subscribers* 83 .— 

9.06 Internet users* — ,„ -....„-...—......,— ,..™1 12.,..-.-..- 

9.07 Personal computers* . , „ n,a 

9.08 Broadband Internet subscribers* 106 



lOlh pillar Matliet size „ 56.. 

10.01 Domestic market size' 54., 

10.02 Foreign market size*..—.........—.- .......49.. 



,JK., 
.80., 
83., 
,94., 
92.. 



Illh pillar Business sophisticalioa ..... 

Local supplier quantity , 

Local supplier quality 

State of cluster development -,..— 

Nature of competitive advantage — 

Value chain breadth -...— ._..110.......-..l- 
Control of international distribution - -...-.-.61 ^ 

Production process sophistication , 52 ♦ 

Extent of marketing.. - -...-.-.84...- ,.♦ 

Willingness to delegate auttiority 93 ♦ 

12th pillar Innovation — .—.—._—7S ._—...?• 

Capacity for innovation 64 

Quality of scientihc research institutions 63 .- 

Company spending on R&D 65 +■ 

University industry resaarch coflaboration 71 — 

Gov t procurement ol advanced tech products , ,62, ■•• 

Availability of scienUsts and engineers 96 - 

Utility patents* , 83. 



* Hard datH 

Note Tar lurlhnr dntails and CKpliiiifllian. plaasR retof la lUa siiclian 'Haw la Road lha Compalrtivnnaxs Profiles* an page 167 
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Lithuania 



Key indicators 

Total population (miliionsj, 2007 3.5 

GDP lUSShillronsl, 2007 36.3 

GDP lUSSI per capita, 2007 „ „...10,472.3 

GDP IPPP. USSI per capita, 2007 17,749.3 

GDP IPPP, USSj as share of world total (%), 2007 0.08 



GOP (PPP, USS) per capita 1992-2007 

15.000 




1992 



1994 



1996 



1998 



20OO 



20(12 



20M 



2006 



LIthuana 



I Ukraine 



Global Competitiveness Index 



Global Competitiveness Index 2007-2008 

GCI 2006-2007 (out of 1221 „. 


Rank 

out ot 13' 1 

.38.. 

.39... 


Score 

11-71 

4.5 

.„..4.5 


GCI 2005-2006 (out of 114| 


42... 


4.3 




.43„. 


4J 




58... 


4.1 




48... 


4.1 


I^acroeconomic stability 


38... 


5.3 


HGalth and primary aducation 


43... 


5.8 


Efficiency enhancers 


41... 


4.3 




25... 


5.0 




44... 


4.5 




44... 

54... 


4.5 

4.6 




38... 


4.0 


Market size _„ „„ 


.67... 


.3.4 




.44... 


3.9 




42... 


4.4 




48... 


3.4 



Stage of development: 2 



— --. Inirsstructurt 



Technological 
readiness 



Uacroeconoimc 
stability 




Higher education 
anil naming 



Financial market 
sophistication 



Goods market 
efficiency 



Labor market efficiency 



> Lithuania 



. Ukraine 



The most problematic factors for doing business 



Tax ratBS 16.2% 

Tax regulations ™ „ 14.5% 

Inefficient government bureaucracy 13 5% 

Corruption 11.6% 

RestricOva labour ragulations 10.8% 

Inadequately educated workforce 9.2% 

Access to financing 5 2% 

Policy instability. 4.5% 

Inadequate supply of infrastructure 4 0% 

Poor work ettiic in national labour force 3.5% 

Inflation 2.7% 

Government instability/coups 2 3% 

Crime and tfieft 1 6% 

Foreign currency regulations 0.2% | 











HI^^^Ho 
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B^^H 0 
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Lithuania 


o 


Una lie 



Saurcr World Econonic Form, Encutm Opinion Survay 2007 



to 15 
PercenI ol responses 



20 



Note Front a list of 14 factors, rispoadeirts wire asked to select ttieliM mMtproWamiitic for doing biiMrn.'si: n itieir ceuntfy end to renkllism bflwesn 

1 (most pioblemallc) and 5. TTie bara In the figure showtAe responaea weighted accoiding to their lanklngi. 
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Lithuania 



The Global Competitiveness Index in detail 
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5.01 
5.02 
5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.03 



INDICATOR 



Global Competitiveness Index 2107-2009 ... 

Basic rei|u irements - 

Efficiency enhancers . 

Innovation and sophistication factors-.-..,. 



RANK/131 



3S + 

-.-...« + 

41 ♦ 

44 + 



1st pillar: Institutions SS.- --f 

Propeily lights ...„...„.....„..„„ 48 + 

Intellectual propertv pfotection-...-...-..,..-....-..... 60 .+ 

Diversion of public funds - „ 69 



Public trust of politicians „ 59 + 

Judicial Independence 74. .+ 

Favoritism in decisions of government officlals t2 .* 

Wastefulness of govornmont spending 77 + 

Burden of government regulation „ .43 ♦ 

Efficiency of legal framework 70 

Transparency of government policymaking S6 .+ 

Business costs of terrorism 26 

Business costs of crime and violenca 56 .'f 

Organized crime 58 .♦ 

Raliability ol police services _ BO .♦ 

EUiical behavior of firms 48 

Strength of auditing and reporting standards -...-S4 .+ 

Ethcacy of corporate boards , . ,„S6.-. ■+ 

Protection ot minority shareholders' interests -85 .* 



2ad pillar Infrastnictare - »....._..„-,.-.__..„4S.. 

Quality of overall infrastructure - 50.. 

Quality of roads „ „.,..- _32., 

Quality of railroad infrastructure........-,..^ .....-.-..,„90.. 

Quality of port infrastructure - „ 61 ♦ 

Quality of air transport infrastructuft - . -73 + 

Available seat kilometers' ,..-..,„ — . 99 - 

Quality of electricity supply - 47 

Telephone lines" - _ - 58 - 

3rd pillar: Macroecononic slabllily 38 * 

Government surplus.'deficit" 55. 

National savings rate* „ _ „87 - 

Inflation* _ „ 57 

Interest rate spread* _ 19 .♦ 

Government debt* „..,.„, ,-,.,„..,-,.„,.„ 21 - 



4th pillar Health aad primary education 43.. 

Business impact at malana,.- - .47.. 

Malaria incidence* - 1_ 

Business impact of tuberculosis,..-,.,- - -,.,-70., 

Tube rc ulosis mcide nee* „,-,..—.,-,.,.— ,.,-..,-,-,,.-72., 

Business impact of HIV/AIDS „34,. 

HIV prevalence* „ -,.,„ .-..„-..,.„„..- 50., 

Infant mortality* -..„.„„..-,.,- -,.,-,-,.,-39.. 

Life expectancy*. - - _S6„ 

Quality of primary education.,- - - -40.. 

Primary enrollment* - -,.,-,-,.,-83.. 

Education enpenditure* - -.. -21., 



5th pillar: Higher education and training ..-.—,-.-...,25.. 

Secondary enrollment* 20.. 

Tertiary enrollment* 12.. 

Quality of the educational system 44.. 

Quality of math and science education 18.. 

Quality of management schools 48.. 

Internet access in schools - „ _ -32.. 

Local availability of research and training services. .48.. 
Extent of staff training _41 .. 



Bih pillar Goods raarket efficiency—. 

Intensity of local competition 

Extent of market dominance „.. 

EHectiveness of anti-monopoly policy.. 



44.. 

- 37.. 

-...-80.. 
43.. 



6.04 
6.05 
6.06 
6.07 
6.08 
6.09 
6.10 
6.11 
6.12 
6.13 
6.14 
6.15 



7.01 
7.02 
7.03 
7.04 
7.05 
7.06 
7.07 
7.08 
7.09 
7.10 



801 
8.02 
8.03 
8.04 
8.05 
8.06 
8.07 
8.08 
8.09 



9.01 
9.02 
9.03 
9.04 
9.05 
9.06 
9.07 
9.08 



10.01 



11 01 

11,02 
11,03 
11,04 
11,05 
11,06 
11.07 
11.06 
11.09 



12.01 
12.02 
12,03 
12.04 
12,05 
12,06 
12,07 



+ better than Ukraine - worse than Ukraine 



INDICATOR RANK/131 



Extent and eflect of taxation -,.„ 70 

Total tax rate* 71 ♦ 

No, of procedures required to start a business* 27 

Time required to start a business* - 46 

Agricultural policy costs - - -...-.-.91 

Prevalence of trade barriers - - - 52 ^* 

Trade weighted tariff rate* 13 „.♦ 

Prevalence of foreign ownership„.-.„..,„,.„.-„.,-...-„.l1 

Business impact of rules on FDI - 97 

Burden of customs procedures .46 + 

Degree of customer orientation 29 ♦ 

Buyer sophistication 57 ♦ 



7tli pillar Labor marliBt sHicieacy 

Cooperation In labor-employer relations 

Flexibility of wage determination _ 

Non-wage labor costs* ..,.„,.,.,-,.,- 

Rigidity ot employment* 

Hiring and tinng practices-,.,-,—. 

Firing costs* , 

Pay and productivity 

Reliance on professional management 
Brain dram _, , , 



....64 

.-.11 _ 

..109. 

.-.87 

,.107 — 

.-,47 

.-.22 — 

,-,56 

„,73 — 



..+ 



Female participation in labor force* 14 

8th pillar: Financial maricet sophisticaliM -,54 * 

Financial market sophistication 54 + 

Financing through local equity market - 54 ■•■ 

Ease of access to loans - 47,.,- ♦ 

Venture capital availability - - - 47,.- -f 

Restriction on capital flows ™.67..._ + 

Strength of investor protection".,..— ,.,„,.„..-..,-...„,-,45— 

Soundness of banks - -,52 

Regulation of securities exchanges , ..35 + 

Legal rights index* - . 69 

9di pillar Technological raadliess m..,-....—— 

Availability at latest technologies „ - 57 ♦ 

Firm-laval technology absorption 45 ♦ 

Laws relating to ICT .40 * 

FOI and technology transfer —.-.—,—„..-,.,-.- 85 *■ 

Mobile telephane subscribers* 2 ♦ 

Internet users* „.,-,.,-,.„.,.„.,-,..,—,.,—„.,.„— ,.,—,,31 —.,.,—+ 

Personal c omputers* „.-._ , 48 

Broadband Internet subscribers* 34 ♦ 



10th pillar Martlet size „ 


57.-.. 






69 




Foreign market size*.,—,,.,..,..—.— 







lllh pillar Business sophisticatioi ^ . .42 

Local supplier quantity — ,„ - -„48 

Local supplier quality -,.,-,..,..— ,-,..,...,..,-..,-,..,43,. 

State of cluster development — ,- - 56. 

Nature of competitive advantage —„—..,— ,36. 

Value chain breadth ,_,-,24. 



„-,.,-.+ 
„,...-,+ 

+ 

,.-,.,-.+ 

Control of international distribution - -...-.-.36 

Production process sophistication , .43 + 

Extent of marketing.. -...—.53...- ,.♦ 

Willingness to delegate authority S3 + 



12lli pillar Inaovation .-, 

Capacity for innovation.. 



..45., 



Quality of scientific research institutions 43 + 

Company spending on R&D 49 4- 

University-industry research cotlaboration SI +- 

Gov t procurement of advanced tech products 63 + 

Availability of scientists and engineers 43 ■¥ 

Utility patents* ,„.- , 36 ♦ 



* Hard datH 

NatD Tar turlhnr dntails and CKpliiiifllian. plaasR retnr tD Iha siiclian *tlaw la Read lha CompalrtiVDnaxs Prafilex* an page 167 
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Malaysia 



Key indicators GOP 

Total population (mlllionsj, 2007 _ 26.8 n.OCO 

GDP lUSS billionsl, 2007 165.0 I2J:CC 

GDP lUSSI per capita, 2007 „ 6,146.4 

GDP IPPP. USSI per capita, 2007 12,754,5 ^■'^ 

GDP IPPP. USS) as share of world total (%), 2007 0.48 

ifiOO 
0 



(PPP, USS) per capita 1992-2007 




1992 1994 1996 t9S8 2000 2002 2004 20C6 



Malaysia Ukraine 



Global Competitiveness Index 



Stage of development: 2 



Rank 

lout 011311 



Score 
11-71 



Global Competitiveness Index 2007-2008 21 5.1 

GCl 2006 2007 (out of 1221 „ 19 5.2 

GCI 2005-2006 (out of 114| „ „ „ 23 4.9 





.21„.. 

20.... 


...5.4 

„S.2 




23.... 


5.3 


Macroeconomic stability 


45.... 


5.2 


Health and primary education 


26.... 


6.1 


Efficiency enhancers 


J!4.... 


4.9 




27..,. 


4.9 




20,... 


...5.2 




16.... 


„4J 




19.... 


5.5 




™ 30.... 


4J 


Market size 


..„ 29.... 


.4.5 




19.... 


,4.8 




18.... 


.5.2 




21.... 


,..45 



Business 
tophlsilcadon / 

/ ,/ 

Market . 



Technological 
readiness 




Infrastructure 

Mscroeconormc 
stability 



Healtti and 
pnmaiY 
•ducation 



/"^y Higher education 
and training 



Financial market Boods market 

sophistication ' efficiency 

Labor market efficiency 



' Malaysia .<v Ukt aine 



The most problematic factors for doing business 



Inofticiont government bureaucracy „..16.1% 

Corruption „ 9.0% 

Inadequately educated workforce. ...» 8 6% 

Policy instability. 7.7% 

RostricOvB labour regulations 7 6% 

Poor work ethic in national labour force 7.4% 

Inadequate supply of infrastructure 7 2% 

Foreign currency regulations 7.1% 

Access to financing „ 6 6% 

Inflation 6.3% 

Tax rates „„ 5.6% 

Tax regulations 5 4% 

Crime and theft „ 3 2% 

Government instability/coups 2.1% 

Sauncr World Econixriic Fonm, Encutm Opinion Survey 2007 






Malaysia 


o 


Ukraine 



to 15 
Percent ol responses 



20 



Note: From a list of 14 factors, lespondinls wim asked to s«lact the fivi most prDl>loniatic for doing business in their countiv and to rank (hem between 

1 (most pioblemallc) and 5. The bars In the figure show the responses weighted accoiding to their rankings. 
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The Global Competitiveness Index in detail 
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409 
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5.01 
5.02 
5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.D3 



INDICATOR 



RANK/131 



Global Competitiveness Index 2107-2001 ........._,..-...2l 

Basic requirements - „,.,„,.. „._,..21 ~* 

Efficiency enhancers . 24 ■¥ 

Innovation and sophistication factors-.-..,_„„_».„„19.„„..._'«- 



1$t pillar: Institutions 20.. 

Prope(l>' lights „._...„...- „...„„ 23.. 

Intellectual property protection-...^..... 25.. 

Diversion of public funds „ „..,..29.. 

Public trust of pollticiaris „ 18 + 

Judicial Independence 90 .+ 

Favoritisni in decisions of government officials 23 .* 

Wastefulness of govornmont spending .6 + 

Burden of government regulation „ 5 ♦ 

Efficiency of legal Iramework 18 

Transparency of government policymaking 16 .+ 

Business costs ol terrorism „. .„.. 59 .+ 

Business costs ol crime and violenca 46 .'f 

Organized crime 42 .♦ 

ReliabilitY ol police services 31 .+ 

Etfiical behavior of firms 24 

Strength of auditing and reporting standards .....„25....„,....+ 

Ethcacy of corporate boards „ , ._.„„21 ...,™....+ 

Protection of minority shareholders' interests „10....„.....4' 



..23.. 



2ad pillar Infrastnictare ~ 

Quality of overall infrastructure - -18 .+ 

Quality of roads „ „„„„ _14 

Quality of railroad infrastructure.............. -...-.....J?....-.....* 

Quality of port infrastructure „ „ „13 ♦ 

Quality of air transport infrastructure -IS + 

Available seat kilometers' „ 22 .♦ 

Quality of electricity supply - 30 .* 

Telephone Knes" „ „ 69 - 



3rd pillar: Macraecononic stability .. 

Govornmont surplus.'deficit" 

Nabonal savings rale* 

Inflation* _ 

Interest rata spread* 

Government debt* „.™..„..., 



._«.. 
.103.. 
._20.. 
....54.. 
...29.. 



4th pillar Health and primary education 

Business impact at malana,.- - 

Malaria incidanca* 

Business impact of tuberculosis...-,..., 

Tuberculosis incidence* „„...™..™.,.. 

Business impact of HIV/AIDS .,.„. 

HIV prevalence* „ „, 

Infant mortality* _..,.......„ 



.26.. 

..69.. 
-83.. 
-82.. 



-46.. 



Life expectancy*. - - _S6„ 

Quality of primary education.,- - - -17.. 

Primary enrollment* - 

Education enpenditure* - - -20.. 



5th pillar: Higher education and traiaing 

Secondary enrollment* 

Tertiary enrollment* 

Quality of the educational system 



-...27.. 

86.. 

60.. 

15.. 



Quality of math and science education 13.. 

Quality of management schools 23.. 

Internet access in schools - „ _„ -31 .. 

Local availability of research and training servlces...21 .. 
Extent of staff training _I6.. 



Bih pillar Goods market efficiency 20 * 

Intensity of local competition — -,.„.,.„.,™.,-,-,.,-19 .+ 

Extent of market dominance „ „„.-.,.-. —21 .. .+ 

Effectiveness of anti-monopoly policy -.—.—,-31 .4 
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Malaysia 



+ betlerthan Ukraine - worse than Ukraine 



INDICATOR 



RANK/131 



Extent and efiect of taxation,-,..— „..,„,...15 

Total tax rate* 28 + 

No, of procedures required to start a business* 52 * 

Time required to start a business* - 55 

Agricultural policy costs ...2,.-.,..-.* 

Prevalence of trade barriers „ - - 46 ^* 

Trade weighted tariff rate* 48 .- 

Prevalence of foreign ownership -..,„„,..-,,— ...-„.55-m. 

Business impact of rules on FDI - 22 

Burden of customs procedures 22 + 

Degree of customer orientation 20 ♦ 

Buyer sophistication 24 ♦ 

7th pillar Labor marfcet sHicieacy 1B_ + 

Cooperation In labor-employer relations B 

Flexibility of wage determination 29_ ♦ 

N on -wag B la bor c osis* .,..-.—..„,„....-...-.—.—.- „.50 ♦ 

Rigidity of employment* 12 ♦ 

Hiring and finng practices-..,-,— -,.,-,-.44 „.,..,-,.- 

Firing costs* , 103. „..— 

Pay and productivity . 3. ♦ 

Reliance on professional management- -..,.,-,20 -.-I- 

Brain dram , ,-,...„-,.,-, „.25_,™,-,+ 

Female participation in labor force* 105 :~ 

8tfi pillar: Financial maricet sophisticaliM —IS—. * 

Financial market sophistication 30 + 

Financing through local equity market - 19 ■¥ 

Ease of access to loans - -,.,-,-,20..,- ♦ 

Venture capital availability - - - 16 

Restriction on capital flows -...-.-...—....-...-...—71...- + 

Strength of investor protection"..— ,-,..—,...-,..-,.,— ,-4,— 

Soundness of banks „ - -.43 

Regulation of securities exchanges , 33 + 

Legal rights index* - 6....-,..-" 



9di pillar Technological readlaess .-Jl.,. 

Availability at latest technologies „ - 22 

Firm-level technology absorption 15 

Laws relating to ICT 14_.. 

FOI and technology transfer —,„—,—„.,-,—.- 5.-.. 

Mobile talephone subscribers* 46 

Internet users* „..-,.,—.,.„.,—,.,—„.,.„— ,.,—,,27-,. 

Personal c omputers* „._,_ . 40 

Broadband Internet subscribers* 52 ♦ 



lOth pillar Marliet size 

10.01 Domestic market size' 

1 0.02 Fore ign ma rket size*.— „.,.,., 



J9._. 
.38.... 
16,.- 



Illh pillar Business sophisticatioa - , .16— .* 

11 01 Local supplier quantity - -„16,.„....-.'l' 

1 1 .02 Local supplier quality -,.,-,—.—,—.....,...-,— .-,25,— 

1 1 .03 State of cluster development — - 5 

1 1 .04 Nature of competitive advantage —..—...—.25.—.-.+ 

1 1 .05 Value chain breadth -...—..— .—,—,22,..-.— .♦ 

1 1 .06 Control of international distribution - —.-.17 

11.07 Production process sophistication , 24 + 

11.06 Extent of marketing.. -,..-._.26...-...-.* 

11.09 Willingness todelegate authority 19 ♦ 

12th pillar Innovation — .— .— -,—.—.-. .21— 

12.01 Capacity for innovation 22 ♦ 

12.02 Quality of scientific research institutions 17 + 

12.03 Company spending on R&D 11 •»■ 

12.04 University industry research collaboratian 16 * 

12.05 Gov t procurement of advanced tech products 3 + 

12.06 Availability of scientists and engineers - -.21 + 

12.07 Utility patents* ,„.- 33 ♦ 



* Hard datH 

NatD Tar lurlhnr dnlails and CKpliiiiflllan. plaasR refnr la Iha siiclian 'Haw la Road Ihe Compalitivnnaxs Prafilex* an page 167 
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Mexico 



a. 



o 



c 



o. 
E 



Key indicators 

Total population (miliionsj, 2007 _ 105.2 

GDP lUSSbillionsl, 2007 886.4 

GDP lUSSI per capita, 2007 „ 8,426.3 

GDP IPPP. USSI per capita, 2007 11,879,7 

GDP IPPP, USS) as share of world total (%), 2007 1.75 



GDP (PPP. USS) per capita 1992-2007 




I Mbxico 



> Ukraine 



Global Competitiveness Index 



Rank 

tout of 1311 



Score 

11-71 



Global Competitiveness Index 2007-2008 52 4.3 

GCI 2006-2007 (out of 1221 52 4.2 

GCI 2005-2006 (out of 114| „ 53 4.1 



Stage of tlevelopment: 2 



202 
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4.2 




72..,. 


3.8 




61.... 


...4.2 
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■ Mexico -o- Ukiaine 



The most problematic factors for doing business 



Inotticiont government bureaucracy „..15.6% 

Corruption „„ „ 12.5% 

Access to financing 120% 

Inadequate supply of infrastructure 10 8% 

Crime and theft 10 6% 

Tax regulations 9.3% 

Restrictive labour regulations „ 8 6% 

Policy m stability 7.6% 

Tax rates. 6 3% 

Inadequately educated workforce 3.8% 

Poorwork ettiic in national labour force 1.9% 

Inflation 0.6% 
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Note: From ■ list of 14 factors, texpondsnts win asked lo s«l«ct the tivn most proMomatic for doing business in their countfy and to r*i>k them between 
1 (most pioblemalle) and 5. Tlie bars in the figure show the responses weighted according to their rankings. 
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The Global Competitiveness Index in detail 



i INDICATOR RANK/131 1 




Global Competitiveness Index 2I07-2I)N - 


. 52.. 






Basic requirements _ „,.,„,„ 


.......56 








.......56.- 








66 






1st pillar: Institutions 


B...„_ 


,-+ 


1.01 


Propef1>' lights „...„„.. 


77 


, + 


1.02 


Intellectual propertv protection-...^..... 


65 




1 03 




- W 




1.04 




91 




1.05 


Judicial independence 


-75 


...+ 


1.06 


Favoritism in decisions of government officials 


96. 


♦ 


1.07 


Wastefulness of government spending 


61 .. 


„ + 


1.08 


Burden of government regulation „ _ 


.112 




1.09 


Efficiency of legal framework 


96 


♦ 


1.10 


Tiansparency of government policymaking 


76 




1.11 


Business costs of terrorism „. .„.,_ 


.- .-53 


+ 


1.12 


Business costs of crime and violenca 


119 




1.13 


Otganued crime 


120 




1.14 


ReliabilitY of police services _ 


.-...119 




1.15 


Ethical behavior of firms 


51 




1.16 


Strength of auditing and reporting standards 


.- S9 




1.17 


Efticacy of corporate boards , 


67 




1.18 


Protection of minority shareholders' interests 


-68 





•f belter than Ukraine - worse than Ukraine 



INDICATOR RANK/131 



6.04 Extent and effect of taxation „. 80 -.4- 

6.05 Total tax rate* 34 + 

6.06 No, of procedures required to start a business* 37 ■»' 

6.07 Time required to start a business* - 48 

6.08 Agricultural policy costs - -,..-..105— ......t' 

6.09 Prevalence of trade barriers „ - - S3 ^* 

6.10 Trade weighted tariff rate* 102 .- 

6.1 1 Prevalence of foreign ownershlp...-.-..,„„,..-„.,-...-„.32— 

6.12 Business impact of rules on FDI - 46— 

6.13 Burden of customs procedures 74 + 

6.14 Degree of customer orientation 59 ♦ 

6.15 Buyer sophistication 54 ♦ 



7lli pillar: Ukor martret BHicieacy 92 .- 

7.01 Cooperation in labor-employer relations 40 4 

7.02 Flexibility of wage deteimiiiation 72 

7.03 Non-wage labor costs* - . -„ - -.92 

7.04 Rigidity of Bmployment* 63 ♦ 

7.05 Hiring and hnng practices— -,.,-,-.75 

7.06 Firing costs* ,-„..,.-...-. 95. 

7.07 Pay and productivity 44 

7.08 Reliance on professional management- -...-,-,62 -.4- 

7.09 Brain dram . „.51 ♦ 

7.10 Female participation in labor force* 112 



2,01 
2 02 
2.03 
204 
2.05 
2.06 
2.07 
2.08 



3.01 
3.02 
3.03 
3.04 

3.05 



4.01 
4.02 
4.03 
4.04 
4.05 
406 
4.07 
4.06 
409 
4.10 
4.11 



5.01 
5.02 
5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.03 



2ad pillar InfrastnictMre . 



« ♦ 



Quality of overall infrastructure - - 69... 

Quality of roads „ — _S9.,. 

Quality of railroad infrastructure...-.—,.,- -.—.—.-74... 

Quality of port infrastructure - - 91 ... 

Quality of air transport infrastructurt - , 60... 

Available seat kilometers' .— .— — . 18... 

Quality of electricity supply - 82... 

Telephone lines" - _ - 65... 



3rd pillar: Macroecononic slabllity .. 

Government surplus.'deficit* 

National savings rate* 

Inflation* _ 

Interest rata spread* 

Government debt* —...——.—, 



35 * 

„._49. 

...-67 

.-54 

—46 .+ 

23 - 



4tli pillar Health and primary education 55 .-I- 

Business impact al malana,.- - .43 .+ 

Malaria incidanca* - 76 - 

Business impact of tuberculosis..,-,..- - —.-37 + 

Tube rc ulosis mcide nee* „,—,—,—„—,—.—,— .-39 

Business impact of HIV/AIDS _57 .+ 

HIV prevalence* - -,.,„ ,--,-.„.„.,..- 64.,..-,....* 

Infant mortality* —„.„..—,- — .-.— — .-,—,-75. 

Life expectancy*. - - -46 .* 

Quality of primary education.,- - - -95 - 

Primary enrollment* - -.— —,—23 

Education expenditure* - - -33.,..-.... + 



5th pillar Higher education and Iraiiiing ..-.—,-.— .-72..-.. 

Secondary enrollment*. 80 

Tertiary enrollment* ..._73 

Quality of the educational system - 92- 

Quality of math and science education 113 

Quality of management schools 49 



Internet access in schools - „ _ 62.. 

Local availability of research and training servlces...52.. 
Extent of staff training _65.. 



6(h pillar Goods raarket officiancy- 

Intensity of local competition — 

Extent of market dominance 



-61. 



..87.. 



Effectiveness of anb-monopoly policy - 77.. 



801 
8.02 
8.03 
8.04 
8.05 
8.06 
8.07 
8.08 
8.09 



9.01 
9.02 
9.03 
9.04 
9.05 
9.06 
9.07 
9.08 



8th pillar: Financial maricet sophisticalioi ..,.67__. * 

Financial market sophistication 49 + 

Financing through local equity market - 68 * 

Ease of access to loans - — ,-,-.6B - 

Venture capital availability - - - 86 - 

Restriction on capital flows -,—.—,—....—,-.—31..,- + 

Strength of investor protection"..— ,-,.,—.—,-,.,— .,25— 

Soundness of banks - - -,61 

Regulation of securities exchanges , ..42 + 

Legal rights index* - 116. 

9di pillar: Technologtcai raadliess JBI-,^— + 

Availability al latest technologies „ - 73 ♦ 

Firm-level technology absorption 88 ♦ 

Laws relating to ICT S3 * 

FDI and technology transfer —.-.—,—.,..-,—.- 41 *■ 

Mobile telephone subscribers* 09 ♦ 

Internet users* ,...-,.,-,..,.,.„.,——,.,—„.,.„— ,.,—59— ....-.-I- 

Personal computers* „.-._ . 54 

Broadband Internet subscribers* 50 ♦ 



11 01 

11,02 
11,03 
11,04 
11,05 
11,06 
11.07 
11,06 
11.09 



12.01 
12.02 
12,03 
12.04 
12.05 
12.06 
12,07 



lOlh pillar Mat1(et size 

10.01 Domestic market size' 

1 0.02 Fore ign ma rket size*..— „.,..„ 



13 + 

12 * 

17 



Illh pillar Business sophisticatioa .... . J64., 

Local supplier quantity — ,„ - -„06.., 

Local supplier quality —,-,—.-,— ..,.—,-,49.- 

State of cluster development — .- - 54.., 

Nature of competitive advantage —...—..— ,60.- 

Value chain breadth —.—.—,-,-.46... 



Control of international distribution - —,-,-,71 .- 

Production process sophistication , 56 + 

Extent of marketing.. — .-,_,S0...- ,.♦ 

Willingness to delegate authority .46 + 

12lh pillar Inaovation — .— .— .—.—._ .71 ._—...?• 

Capacity for innovation 58 

Quality of scientific research institutions 65 .- 

Company spending on R&D 89 - 

University-industry research collaboratian S9 ■¥ 

Gov t procurement of advanced tech products 93 - 

Availability of scientists and engineers 96 .- 

Utility patents* , 56 ♦ 



* tiard dalH 

NatD Far lurlhnr dntjiils and CKpliiiiflllan. plaasR refnr la lUe siicimn 'Haw la Road Ihe Compalrtivnnaxs Prafilex* an page 167 
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1 Key indicators GOP (PPP.USS) per capita 1992-2007 

a. 

i Total population (miliionsj, 2007 _ 38.1 20,000 i 




mi 1994 1996 1998 200O 2C02 2O04 200B 



•0> Poland Ukraine 



Global Competitiveness Index 



Stage of development 2 



Rank 

lout orioii 



Score 
11-71 



Global Competitiveness Index 2007-2008 51 4J 

GCl 2006 2007 (out of 1221 „ 45 4.4 

GCI 2005-2006 (out of 114( „ 47 4.1 



204 







82... 


...4.4 

3.6 




80... 


3.0 


Macroeconomic stability 


56... 


5.0 


Hoalth and primary aducation 


36... 


6.0 


Efficiency enhancers 


43... 


*3 




35... 


4.6 




69,... 


4.1 




49,.. 


,.4.4 




64... 


.4.3 


Tochnological readiness _ 


51... 


3.4 


Market size „ „„ 


.„ 22... 


.4.9 




.61... 


3.7 
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....4.0 




58... 


....3.3 
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i Poland -o- Ukraine 



The most problematic factors for doing business 



Tax regulations 17.6% 

Inefficient government bureaucracy.. 11.6% 

Policy instability « „ 11 1% 

Corruption 10.5% 

Inadequate supply of infrastructure 8 7% 

Restnctvo labour regulations „ 7.5% 

Tax rates „ 7 5% 

Governrnent instability/coups 6.4% 

Crime and tfieft „ „ 4 9% 

Access to financing „ 4.6% 

Inadequately educated workforce...... 3.3% 

Inflation 2 9% 

Poor work ethic in national labour force 2 5% 

Foreign currency regulations 0.8% 

Saurcr World Econonic Fonm, Encutrn Opinion Survey 2007 




B Poland 
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to 15 
Percent ol responses 
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Nate: From a list of 14 factors, respondinis wars askad to salact the livi most probliimatic for doing business in their countfy end to rank (ham between 
1 (most pioblamallc) and 5. TTie bais in the figure show the responses weiohted accoiding to their lanklngs. 
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+ benerthan Ukraine - worse than Ukraine 



1.01 
1.02 
1 03 
1.04 
1.05 
1.06 
1.07 
1.08 
1.09 
1.10 
1.11 
1.12 
1.13 
1.14 
1.15 
1.16 
1.17 
1.18 



2,01 
2 02 
2.03 
204 
2.05 
2.06 
2.07 
2.08 



3.01 
3.02 
3.03 
3.04 

3.05 



4.01 
4.02 
4.03 
4.04 
4.05 
406 
4.07 
4.06 
409 
4.10 
4.11 



5.01 
5.02 
5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.D3 



INDICATOR 



RANK/131 



Global Competitiveness Index 2I07-2I)N SI ■*■ 

Basic retjuirements _ „,.,„,„ -,..64 * 

Efficiency enhancers . 43.- --f 

Innovation and sophistication factors-.-...-...„-...-.„i1 .-„...-* 



..90.. 



1st pillar: Institutions 

Propet1>' lights „...„ 

Intellectual propertv pfotection-...-...- 67 

Diversion of public funds „ „ -..,-70 

Public trust of politicians 81 + 

Judicial Independence _ 77. .+ 

Favoritism in decisions of government officials 62 .* 

Wastefulness of govornmont spending _ 102 + 

Burden of government regulation „ _ 96 ♦ 

Efficiency of legal framework 69 

Transparency of government policymaking 113 .+ 

Business costs of terrorism „. 96. - 

Business costs of crime and violenca 81 - 

Organized crime 101 - 

ReliabilitY ol police services _ 77 

Etfiical behavior of firms _ 61 

Strength of auditing and reporting standards —,..75 .+ 

Efficacy of corporate boards „ ,167 - 

Protection of minority shareholders' tnteresis -77 .* 



2ad pillar Infrastrtictare - JO 

Quality of overall infrastructure - - 88 - 

Quality of roads „ „„„„ 98 .+ 

Quality of railroad infrastructure,..-.—,..^ SO - 

Quality of port infrastructure - „ -95 - 

Quality of air transport infrastructuft - , 101 + 

Available seat kilometers' „... .49 .* 

Quality of electricity supply - 62 

Telephone lines" - _ - .41 -+ 

3rd pillar: Macroecononic slablllly 56 * 

Government surplus.'deficit* 106 - 

National savings rate* „ _ -84 - 

Inflation* _ J 

Interest rata spread* 28 .+ 

Government debt* „....„..„„,..„.—....„-„-„ 73 - 



4th pillar Health aad primary education 36.. 

Business impact at malana,.- - 78.. 

Malaria incidence* - 1- 

Business impact of tuberculosis...-,..- - -,..-80.. 

Tube rc ulosis mcids nee* „„,.,—..-,.,„.-.„-..,— „.-43- 

Business impact of HIV/AIDS .67., 

HIV prevalence* - -,..„ 25., 

Infant mortality* -...,...,.„-,..- .— 35„ 

Life expectancy*. - - -40,. 

Quality of primary education.,- „ - .47,, 

Primary enrollment* - „.— 36.. 

Education enpenditure* - - -24,. 



..+ 

.+ 

.-+ 
..♦ 
,.+ 
„* 
,.+ 
,.♦ 
,.+ 
,.♦ 
. + 



5th pillar: Higher edacation and traiaing 

Secondary enrollment* 

Tertiary enrollment* 

Quality of the educational system 



».. 

34.. 

22.. 

-..,..49.. 



Quality of math and science education 48.. 

Quality of management schools 50.. 

Internet access in schools - „ _„ -48.. 

Local availability of research and training services. .41 .. 
Extent of staff training _66.. 



6lh pillar Goods raarket efficiency—. 

Intensity of local competition „,.,-„ 

Extent of market dominance „,. 

Effectiveness of anii-manopoly policy,. 



-B9.. 



-..,..70., 

44.. 

S8.. 



6.04 
6.05 
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6.09 
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10.01 



11 01 

11,02 
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12.01 
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12,05 
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INDICATOR 



RANK/131 



Extent and effect of taxation 101 -.4- 

Total tax rate* 40 + 

No, of procedures required to start a business* 65 = 

Time required to start a business* - 60 

Agricultural policy costs „..,... - -,..-..109— 

Prevalence of trade barriers „ „ „ 73 

Trade weighted tariff rate* 13 „.♦ 

Prevalence of foreign ownership„,-.„..,„„,..-„.,-...-,-.91 

Business impact of rules on FDI „,.,„ -,......100 

Burden of customs procedures 59 + 

Degree of customer orientation 87. 

Buyer sophistication 75 ♦ 



7tli pillar Labor martiet alticieacy 4S + 

Cooperation in labor-employer relations 103 

Flexibility of wage determination 76 

Non-wage labor costs* ....-.—,„.,„..— -.84 ♦ 

Rigidity of employment* 48 ♦ 

Hiring and finng practices— ..-........-.-,.—-.72 

Firing costs* , 17...., ■ 

Pay and productivity . 72 -— 

Reliance on professional management- 77 -.-I- 

Brain dram -, . .-„....-...-„.-„.77 -.-„.-.♦ 

Female participation in labor force* 40 

8th pillar: Financial maricet sophisticaliM -.M— . * 

Financial market sophistication 66 + 

Financing through local equity market - 66 *■ 

Ease of access to loans - -,..„_.63,..- •»• 

Venture capital availability - - - 43 ■¥ 

Restriction on capital flows -.— .-...„„ ........_...-™.73..._ + 

Strength of investor protection"....— ...„......-„.-,..„.-.25— 

Soundness of banks - - -.94 

Regulation of securities exchanges , 52 + 

Legal rights index* - 69. 

9tfi pillar Technological raadlaess .-SI ..^.m..'*' 

Availability at latest technologies „ - 80 ♦ 

Firm-level technology absorption 76 ♦ 

Laws relating to ICT .68 * 

FDI and technology transfer —.„—,„„„..—.-.„ 81 *■ 

Mobile lelephane subscribers* 44 ♦ 

Internet users* „..-,.,-,..,.,.—,..,—,.,—.......— ,.,—44— ....-.-I- 

Personal c omputers* 41 .„.♦ 

Broadband Internet subscribers* 43 ♦ 



10th pillar Market size „ 


.22-.. 

22„„ 


— + 


Fore ign ma rket size*..— (—t..i....,.i—i. ...*■■■— 




— + 


Illh pillar Business sophisticatioa .... .. 


M.. 

..78... 






Local supplier quality .......65, 

State of cluster development - 96, 

Nature of competitive advantage -„..._..— „._.51 . 

Value chain breadth -...-.„.._...-..._...33. 

Control of international distribution - -.....-.74 .p- 

Production process sophistication , 62 + 

Extent of marketing.. -...-,-.67,..- ,.♦ 

Willingness to delegate authority 59 + 



12lh pillar Inaovation .-. 

Capacity for innovation.. 



..44.. 



Quality of scientific research institutions 64 .- 

Company spending on R&D 42 4- 

University-industry research collaboratian SB ■¥ 

Gov t procurement of advanced tech products 89 - 

Availability of scientists and engineers 74 .- 

Utility patents* , 51 ♦ 



* Hard datH 

NatD Far lurlhnr dntails and CKpliiiifllian. plaasR refnr la Iha siiclian 'Haw la Read lha CompalrtiVDnaxs Prafilex* an page 167 
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Romania 



Key indicators 

Total population (miliionsj, 2007 „ 21.6 

GDP lUSJhillronsI, 2007 158.5 

GDP lUSSI per capita, 2007 „ 7,351.7 

GDP IPPP. USSI per capita, 2007 11,079.1 

GDP IPPP, USS) as share of world total (%), 2007 0.33 



GOP (PPP. USS) per capita 1992-2007 




i Bomania 



I Ukraine 



Global Competitiveness Index 



Rank 

lout 011311 



Score 
11-71 



Global Competitiveness Index 2007-2008 74 4.0 

GCI 2006-2007 (out of 1221 „ 73 4.0 

GCI 2005-2006 (out of 114| 63 3.9 



Stage of development: 2 



Basic requirements - _ J8»,..„4.1 

Institutions 94 3.4 

Infrastructure „ „ 100 2.6 

l^acroeconomic stability 84 4.6 

Health and primary aducation 52 5.6 

Efficiency enhancers 62 4.0 

Higher education and training 54....,...4.l 

Goods martet efficiency „ 74 4.0 

Labor marf(et efficiency „ 85 4.1 

Financial market sophistication . 78 4.0 

Tochnological readiness _ „_ 59 3.3 

Market size _„ „„ „_ 43 4.2 

Innovation and sophistication factors .„ 73 3.S 

Business sophistication 73 4.0 

innovation 76 3.1 
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The most problematic factors for doing business 
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10 3% 
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Inadequately educated workforce 


6.9% 








Poor work ethic in national labour force . 
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Restrictive labour regulations 


3.5% 










,, .2.0% 










,, .0 8% 


■ o 








07% 


■ o 








0.4% 


1 




o 






Q 5 


to 


Sourct' World Econmnc Fonn, Encutm Opinion Survay 2007 




Percent ol responses 



Mi Ronunia 
O Ukraine 



15 



20 



Nota: From a list of 14 factors, tispondents wait askad to salact Ills fivt most proWamatic for doing businiss in thair cauntry and to rank (liam btlwasn 

1 (most pioblemallc) and 5. TTie baia In the figure show the responses weighted accoiding to their rankings. 



Tfie Ukraine Competitiveness Report 2008 <S> 2008 World Econonflc Forum 



Romania 



The Global Competitiveness Index in detail 



INDICATOR RANK/131 



Global Competitiveness Index 2I07-2I)N ..-.„„«...-.„74- 

Basic requirements - „,..„,_ „._,..IS,. 

Efficiency enhancers . C2.. 

Innovation and sophistication facton-.-..,_„„_».„„73.. 



1.01 
1.02 
1 03 
1.04 
1.05 
1.06 
1.07 
1.08 
1.09 
1.10 
1.11 
1.12 
1.13 
1.14 
1.15 
1.16 
1.17 
1.18 



2,01 
2 02 
2.03 
204 
2.05 
2.06 
2.07 
2.08 



3.01 
3.02 
3.03 
3.04 

3.05 



4.01 
4.02 
4.03 
4.04 
4.05 
406 
4.07 
4.08 
409 
4.10 
4.11 



5.01 
5.02 
5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.03 



1st pillar: Institutions M * 

Propcftv' lights - „„ 84 + 

Intellectual propertv pfOtection„...„...„.,..„...._...„_.....75 .+ 

Diversion of public funds „..,.„ „ W..,.. - 

Public trust of politicians 112- - 

Judicial Independence _ 93. .+ 

Favoritism in decisions of government officials 116 - 

Wastefulness of govornmont spending 116 - 

Burden of government regulation „ .44 ♦ 

Efficiency of legal framework 97 

Transparency of government policymaking „ -.126 - 

Business costs of terrorism „. .„.., 54 .+ 

Business costs of crime and violenca -94 - 

Organized crime 84. .♦ 

Reliability ol police services B2 .♦ 

EUiical behavior of firms 103 

Strength of auditing and reporting standards 84 .+ 

Ethcacy of corporate boards ...83 ■+ 

Protection ot minority shareholders' interests 107 .* 

2ad pillar InfrastructMre - »....._..„-,.-._-...1N 

Quality of overall mfrastnjcture - Ill - 

Quality of roads „ „„„„ 123 - 

Quality of railroad infrastructure........-,..^ 58 - 

Quality of port infrastructure „ „ 99 - 

Quality of air transport infrastructurt - . , 95 + 

Available seat kilometers' „ G9 

Quality of electricity supply „ 92 - 

Telephone lines" - - 61 - 



3rd pillar: Macroecononic stability M- 

Govornmont surplus.'deficit* 82_ 

National savings rale* „ — 101 „ 

Inflation* _ 89.. 

Interest rata spread* 100.. 

Government debt* „.™..„...„.,...„..— 14.. 



4th pillar Health and primary education S2.. 

Business impact of malaria,. - 51 .. 

Malaria incidence* 1_ 

Business impact of tuberculosis -...»74., 

Tuberculosis incidence* „.„...™.„,.,...„...™,-. ...93.. 

Business impact of HIV/AIDS .49.. 

HIV prevalence' „ „,.1 .. 

Infant mortality* „„.,„.„.„..„ ™..™,.. ™..„™,-M.. 

Life expectancy*. _S6.. 

Quality of primary education.,. _41 .. 

Primary enrollment* - „™ 64.. 

Education enpenditure* „ „ „83.. 



5th pillar Higher education and training S4.. 

Secondary enrollment*. 70.. 

Tertiary enrollment* ^45.. 

Quality of the educational system - - 58- 

Quality of math and science education 12.. 

Quality of management schools 90.. 

Internet access in schools - - _ -49.. 

Local availability of research and training servlces...49.. 
Extent of staff training _84.. 



Bih pillar Goods raarket efficiency—. 

Intensity ol local competition „...„. 

Extent ol market dominance „.. 

EHecIiveness of anti-monopoly policy.. 



_74.. 

...82.. 
.-56.. 
-TO.. 
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•f better than Ukraine - worse than Ukraine 



INDICATOR RANK/131 



Extent and eflect of taxation 10B „.'f 

Total tax rate' 73 + 

No, of procedures required to start a business* 10 * 

Time required to start a business* „ 13 „,■¥ 

Agricultural policy costs „ „ „...„.114-......„.* 

Prevalence of trade barriers „ 68 

Trade weighted tariff rate* .... 111 .- 

Prevalence of foreign ownership -..,„,.,..„........wh...IO..m....._.^ 

Business impact of rules on FDI „ (2 

Burden of customs procedures 66 + 

Degree of customer orientation 100. .- 

Buyer sophistication 71 ♦ 



7tli pillar Labor martret aHicieacy- .85 .. 

Cooperation in labor employer relations 124., 



Flexibility of wage deteimination 
Non-wage labor costs* ...,-..„....„ 

Rigidity ot employment* 

Hiring and finng practices....,-..,^, 

Firing costs* , 

Pay and productivity 

Reliance on professional management 

Brain dram , , 

Female participation in labor force* 



. 47-.. 

114.-.. 

92-.. 

81,... 

5,.,. 

59.... 

83,.,. 

110.... 

48.,.. 



8th pillar: Hnancia! maricet sophisticaliM ..,.71 * 

Financial market sophistication 89 + 

Financing through local equity market „ 83 * 

Ease of access to loans - m,.,™,67..,., ♦ 

Venture capital availability „ „ „ 70 - 

Restriction on capital flows „...™™......„.._..„™.76..,_,.....+ 

Strength of investor protection*. ..,-,„,..„.....,„..„,.,„,„,25—..„.* 

Soundness of banks „ „ „80 „,+ 

Regulation of securities exchanges , 91 + 

Legal rights index* „ , 69. 

9tfi pillar Technologtcai readiiess „_,_-._,™,„„J9 

Availability al latest technologies „ - 93 ♦ 

Firm-level technology absorption 84 ♦ 

Laws relating to ICT 67 ♦ 

FDI and technology transfer „„.-„,.,„......„.„... 36 *■ 

Mobile talephane subscribers* S3 ♦ 

Internet users* ,...„,.,„,..,.,.„.,..,.„.,».,..,..,.,.„.,„,.,„„,51 „, — ■>■ 

Personal c omputers* „..._...-.- . 57 _. .„.♦ 

Broadband Internet subscribers* 41 * 



10th pillar Market size „ .. 


43..., 






39„., 




Fore ign ma rket size*.,.,.,,*,.,,***,,.,^,**,.,*,,*,,*,*,,**,,!*,^*! 






11th pillar Business sophisticatioa 


.73-. 







, 89..., 





Local supplier quality -,..-......„.,..................„.-.94., 

State of cluster development - 7.. 

Nature of competitive advantage „....«...„.„,.121 

Value chain breadth -,..„.„.._........_.„74.. 

Control of international distribution „ „,.,..,«,75,, 

Production process sophistication 76., 

Extent of marketing.. „ „...„„81 .. 

Willingness to delegate authority 90- 





78 




Capacity for innovation 


63 




Quality of scientific research institutions 


72 




Company spending on R&D 


89 




University-industry research coflaboration 


90 




Gov t procurement of advanced tech products 


82 






47 


„„■»■ 


Uulity patents* , 


-..,.83 





* Hard data 

Note Far lurihnr details and cKplanalion. plaasit refDr Id Iha siiclian *Haw ta Road Ihe Compalrtivnnaxs Prafllex* an paga 167 
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Russian Federation 



Key indicators 

Total population (mililonsj, 2007 _ 142.1 

GDP lUSShillronsl, 2007 1,223.7 

GDP lUSSI per capita. 2007 „ 8,611.7 

GDP IPPP. USSI per capita, 2007 13,432.2 

GDP IPPP, USSj as share of world total (%), 2007 2.65 



GDP (PPP, USS) per capita 1992-2007 

I5.CC0 
ICOOO 
5,000 
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1992 1994 19Se 1998 2000 2002 2004 




2006 



i Russian Fedsration 



> Ukrains 



Global Competitiveness Index 



Rank 

I'jut 01 1311 



Score 

11-71 



Global Competitiveness Index 2007-2008 58 4.2 

GCI 2006-2007 (out of 1221 „ „.59....„..4.1 

GCI 2005-2006 (out of 114| 49 4.1 



Stage of development: 2 



Basic requirements „ „„„„ _„ „„„.68 4.4 

Institutions 116 3.1 

Infrastructure „ „ 65 3.5 

l^acroeconomic stability 37 5.4 

Health and primary education 60 5.5 

Efficiency enhancers 48 4.2 

HighHT Hdijcalion and training 45 4.3 

Goods market efficiency 84 3.9 

Labor rnart(et efficiency „ 33 4.7 

Financial noarkct sophistication 109 3.6 

Tochnological readiness „ ™ 72 3.0 

H^arket size _„ „„ „_ 9 5.5 

Innovation and sophistication factors .„ __„.77 3.5 

Business sophistication 88 3.7 

Innovation 57 3.3 



Innovalion 



liMttiMlen 



> 



Infrastructure 



Business 
$0|llll$IIC8llor 



Market site 



Technological 
readiness 
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Higher education 
anil training 
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Goods market 

efficiency 



Labor market efficiency 



■ Russian FeilEtatiiri _o_ Ukraine 



The most problematic factors for doing business 



Corruption „ . 18.8% 

Tax regulations ..„.. „ 15 0% 

Tax rates 100% 

Crime and ttteft 8.4% 

Inefficient government bureaucracy 8 3% 

Access to financing 8.2% 

Inflation 70% 

Inadequate supply of infrastructure 6.9% 

Inadequately educated workforce. ....5 9% 

Policy instability 3.4% 

Poor work ethic in national labour force 3.4% 

Government instability/coups 2 0% 

Restrictive labour regulations „ 1 8% 

Foreign currency regulations „ 1.0% 

Saercr World Econmnc Fonmi, Enciitwe Opinion Survey 2007 




Russian Federation 
O Ukraine 



to 15 
Percent ol responset 



20 



Note: From a list of 14 faclars. r»po<id>nls wire askad >□ naWcl tho livn most ptobliimatic for doing businoss in their country and to rank (hem bflvvein 
1 (most pioblemallc) and 5. The bais In the figure show the responses weighted accoiding to their lankings. 
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Russian Federation 



The Global Competitiveness Index in detail 



INDICATOR RANK/131 



Global Competitiveness Index 2I07-20N SS.. 

Basic requirements _ „,„ „,..6S,. 

Efficiency enhancers . 4S.. 

Innovation and sophistication factors-.-..,_„„_».„„77„ 



1.01 
1.02 
1 03 
1.04 
1.05 
1.06 
1.07 
1.08 
1.09 
1.10 
1.11 
t.l2 
1.13 
1.14 
1.15 
1.16 
1.17 
1.18 



2,01 
2 02 
2.03 
204 
2.05 
2.06 
2.07 
2.08 



3.01 
3.02 
3.03 
3.04 

3.05 



4.01 
4.02 
4.03 
4.04 
4.05 
406 
4.07 
4.06 
409 
4.10 
4.11 



5.01 
5.02 
5.03 
5.04 
5.05 
5.06 
5.07 
5.08 



6.01 
6.02 
6.03 



.,..+ 



1st pillar: Institutions 116 - 

Prope(l>' lights - 122 - 

Intellectual property pfOtection„...„...„.,..„...._...„_...115...„ - 

Diversion of public funds „..,.„ „ 94 - 



Public trust of politicians 104 + 

Judicial Independence „...I06 .+ 

Favoritism in decisions of government officials 107 - 

Wastefulness of govornmont spending _ 100 + 

Burden of government regulation „ „ 118 - 

Efficiency of legal Itamework _ 106 

Transparency of government policymaking _ 118 .+ 

Business costs of terrorism „. 108 - 

Business costs of crime and violenca B6 - 

Organized crime 103 - 

Reliability ol police services „ 111 - 

EUiical behavior of firms 120 

Strength of auditing and reporting standards 95 .-«■ 

Ethcacy of corporate boards , .„38 -+ 

Protection of minority shareholders' interesis 125 .* 

lad pillar Infrastnictare ~ 

Quality of overall infrastructure - B1 - 

Quality of roads „ „,.„„ 106 .+ 

Quality of railroad infrastructure........^,.... ........_.....29 .* 

Quality of port infrastructure „ „ 72 ♦ 

Quality of air transport infrastructure . „79 + 

Available seat kilometers' „...„._ 14 .♦ 

Quality of electricity supply 76 .* 

Telephone Knes" „ _ „ .44 „+ 



3rd pillar: Macraecononic stability .. 

Govornmont surplus,'doficit* 

National savings rale* 

Inflation* _ 

Interest rata spread* 

Government debt* „.™..„..., 



-37.. 



.._..9 .+ 

.._30 

.113..„ - 

...77 .♦ 

....11 .+ 



4th pillar Health aid primary education iO.. 

Business impact at malana,.- - .41 .. 

Malaria incidence* t_ 

Business impact of tuberculosis »...»S9.. 

Tuberculosis incidence* „.„...„...„.,...„..„..,„.„ 90.. 

Business impact of HIV/AIDS 39.. 

HIV prevalence* „ 100.. 

Infant mortality* ™..„.„...„56.. 

Life expectancy*. » -96.. 

Quality of primary education.,- _ „ .46.. 

Primary enrollment* „ 68.. 

Education enpenditure* „ „ -.79.. 

5th pillar: Higher edacation and traiiiiitg 45.. 

Secondary enrollment*. 47., 

Tertiary enrollment* 14.. 

Quality of the educational system _ ......46.. 

Quality of math and science education 38.. 

Quality of management schools 78.. 

Internet access in schools - „ _ -55.. 

Local availability of research and training servlces...79.. 
Extent of staff training _96.. 



Bih pillar Goods raarket efficiency M.. 

Intensity of local competition „...„.„„.....™.,„,- 92.. 

Extent of market dominance „ „,„„.„-, —78.. 

Effectiveness of anti-monopoly policy -—.-.-106.. 
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INDICATOR 



+ better than Ukraine - worse than Ukraine 



RANK/131 



Extent and efiect of taxation „..,„,...97 

Total tax rate' 90 + 

No, of procedures required to start a business* 27 ■»' 

Time required to start a business* - 52 

Agricultural policy costs „ „ „...„.117-......«.* 

Prevalence of trade barriers „ - - 104 

Trade weighted tariff rate* 106 .- 

Prevalence of foreign ownership-.— ..,„„,..„..,.....„J29 

Business impact of rules on FDI -,......127 .- 

Burden of customs procedures -..110 + 

Degree of customer orientation 67 ♦ 

Buyer sophistication SB ♦ 

7tli pillar Labor marltat aHicleacy.. J3_ + 

Cooperation in labor employer relations 67 

,■»• 



Flexibility of wage determination 
Non-wage labor costs* ....„ 

Rigidity of employment* 

Hiring and finng practices-...-...-, 

Firing costs*. , 

Pay and productivity 

Reliance on pfofessional management 
Brain dram -, , , 



......31 _, 

107... 

79_, 

15.., 

. 27. 

14_._ ♦ 

, 70 „.+ 

49 ♦ 



Female participation in labor force* 18 

8th pillar: Financial mailcet sophisticaliM -10S - 

Financial market sophistication 86 + 

Financing through local equity market - 81 *■ 

Ease of access to loans - -,.,—.86 

Venture capital availability - - - 60 - 

Restriction on capital flows -...—...——...— 1 18........... 

Strengtti of investor protection"....-,-,..— —...-,.,-.-,45— 

Soundness of banks - 106 

Regulation of securities exchanges , 103 + 

Legal rights index* - 94. 

9di pillar Technologicai readlaess — 12— .'f 

Availability at latest technologies „ „ 99 

Firm-level technology absorption 103 .— 

Laws relating to ICT 85 .- 

FDI and technology transfer „..., „ 115 -— 

Mobile talephonB subscribers* 36 ♦ 

Internet users* „..,„,.■..,.„.,-..,..,-,.—....,.„„-,.,— ,83-,-,..-.+ 

Personal c omputers* 56 

Broadband Internet subscribers* 60 .- 



lOlh pillar Market size „ 


9-.. 


+ 




10.... 




Foreign market size*..-„„.,.....^..,~ 






Illh pillar Business sophisticatioa .... 


Jl.., 

73..., 




Local supplier quality ., 


- 85..» 






115.,., 

120..., 




Control of international distribution 

Production process sophistication . ,. 


92 „ 

79..., 




Extent of marketing.. 

Willinaness to deleaate authoritv. 


90-., 

_ ts .. 


* 





12th pillar Inaovation — ._— .. 


S7_. 




Capacity for innovalion 


54... 




Quality of scientific research institutions 


44.... 


* 


Company spending on R&D 


SO..., 


-f 


Universitv-industry research collaboratian 


61 .... 


■¥ 


Gov t procurement of advanced tech products 


83... 






37.... 


■♦■ 


Utility patents* ,„.- 


45-.. 


♦ 



> tisrd data 

NotD Tar turlhnr dntails and uxplanalian. plaasR rerar Id lha sadlan 'Haw \a Raad lha Compalrtivanaxs Prafitex* an page 167 
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Turkey 

Key indicators 

Total population (miliionsj, 2007 „ 73.6 

GDP lUSSbillionsl, 2007 482.0 

GDP lUSSI per capita. 2007 „ 6,M7.7 

GDP IPPP. USSI per capita, 2007 9,815.6 

GDP IPPP. USS) as share of world total (%), 2007 1.00 



GOP (PPP, USS) per capita 1992-2007 
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I Ukraine 



Global Competitiveness Index 



Rank 

lout al 1311 



Score 
11-71 



Global Competitiveness Index 2007-2006 53 4.2 

GCI 2006-2007 (out of 1221 S8....„..4.1 

GCI 2005-2006 (out of 114( 72 3.8 



Stage of development 2 



210 





ja„.. 

55.... 


...,4.4 
4.1 




59.... 


3.7 


l^acroeconomic stability 


83... 


4.7 


HQalth and primary aducation 


77... 


5.3 


Efficiency enhancers 


51.... 


4.2 




60..,. 


4.0 




43,.,. 


,,.4.5 




126,... 


,,,3.6 




61.... 


4.4 




S3.... 


3.4 


H^arkot size „„ 


„_ 18.... 


.5.0 




48.... 


19 




„41,.,. 


,.,4.4 




53,... 


..,3.4 
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Turkey _o- Ukraine 



The most problematic factors for doing business 

Inctticiont governfnent bureaucracy 

Tax regulations.. 

Policy instability „ 

Tax rates „.. 

Access to financing 

Inadequate supply of infrastructure 

Inadequately educated workforce..,.^..., 

Corruption 

Inflation „ „„., 

Restrictive labour regulations „.. 

Government instability/coups 

Foreign currency regulations 

Poor work ethic in national labour force 
Crime and tf>eft 

Q 5 to 15 20 25 

Satire*' World Econoiriic Form, Encutm Opinion Survay 2007 PercenI ol responses 

Nota: From a list of 14 faclors, iispondents win askad to saiact lha livn must probloniatic for doing buMrn.'si: n Ifiair countfy and to rank (ham balwaan 
1 (most pioblamallc) and 5. TTie bars in the figure sliow tne responses weigbted according to ttieir rankings. 
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Turkey 



The Global Competitiveness Index in detail 
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INDICATOR 



RANK/131 



Global Competitiveness Index 2I07-2I)N S3 ■*■ 

Basic requirements _ „,.,„,„ -,..63 * 

Efficiency enhancers . SI ■¥ 

Innovation and sophistication factors-.-..,_„„_„.„„4t.-.-...-'«- 

1st pillar: Institutions ....._.„...____,_._.„__„.««,.55.- 

PropeiTy' lights - 58 + 

Intellectual propertv protection-...-...- G9 .+ 

Diversion of public funds - „ 54 

Public trust of politiciarts „ 56 + 

Judicial Independence SO .+ 

Favoritism in decisions of government officials ^49 .* 

Wastefulness of govornmont spending 70 + 

Burden of government regulation „ N ♦ 

Efficiency of legal framework 63 

Tiansparency of government policymaking 59 .+ 

Business costs of terrorism „. 100 - 

Business costs of crime and violenca S8 4 

Otganued crime 76 .♦ 

ReliabilitY ol police services _ 52 .♦ 

Etfiical behavior of firms „ .40 

Strength of auditing and reporting standards - S2 .+ 

Efficacy of corporate boards , . .-91.-. ■+ 

Protection of minority shareholders' interests -S6 .4 

2ad pillar InfrastnictMre - »....._..„-,.-._-..,.59.-, * 

Quality of overall mfrastnjcture - - 59 + 

Quality of roads „ „„„„ 50 .+ 

Quality of railroad infrastructure-.-.—,.... 67 - 

Quality of port infrastructure - - 83 ♦ 

Quality of air transport infrastructuft - . .49 + 

Available seat kilometers' ...„.,„ — . 25 .* 

Quality of electricity supply - 74 

Telephone lines" - _ - 51 -+ 



3rd pillar: Macroecononic slabllily O- 

Govcrnmcnt surplus.'deficit* 41 .. 

National savings rate* „ _„ „53.. 

Inf/auon* _ 111.. 

Interest rata spread* 76.. 

Government debt* „..,.„,..„„...„...„.,„.„„„- 90.. 



4th pillar Health and primary education 77- 

Business impact at malana,.- - „ 39.. 

Malaria incidanca* - 82.. 

Business impact of tuberculosis -..,..41 .. 

Tube rc ulosis mcids nee* „„,..™..-,.,...-...™..-.™.-48„ 



Business impact of HIV/AIDS .16., 

Infant mortality* -...,.„....™.„ -...„..,.. -,..-,-...-85.. 

Life expectancy* . - - _71 ,. 

Quality of primary education.,- - - -80,. 

Primary enrollment* - -, 80.. 

Education enpenditure* - -81 .. 

5th pillar Higher education and traiiiiitg 60., 

Secondary enrollment* 61 .. 

Tertiary enrollment* 62.. 

Quality of the educational system - - 70- 

Quality of math and science education 60.. 

Quality of management schools 54.. 

Internet access in schools - „ _„ „52.. 

Local availability of research and training services. .43.. 
Extent of staff training _47.. 



,..+ 



6(h pillar Goods raarket efficiency-.. 

Intensity of local competition „...„. 

Extent of market dominance „.. 

Effectiveness of anti-monopoly policy.. 



-31., 
-35.. 
-34.. 
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+ better than Ukraine - worse than Ukraine 



INDICATOR RANK/131 



Extent and effect of taxation 103 „.* 

Total tax rate* 66 ♦ 

No, of procedures required to start a business* 37 

Time required to start a business* - 11 

Agricultural policy costs -..„.. - -,..—108— 

Prevalence of trade barriers „ „ „ 42 

Trade v»ieighted tariff rate* 40 

Prevalence of foreign ownership-,— ,—„.-,„,-...— 52— 

Business impact of rules on FDI - 55 

Burden of customs procedures 57 + 

Degree of customer orientation 37 ♦ 

Buyer sophistication 60 ♦ 

7lli pillar Labor martret aHicieacy 12B .- 

Cooperation in labor-employer relations 93 

Flexibility of wage deteimination 88 

Non-wage labor costs* ....-...-.„.,„.,— ... -.86 ♦ 

Rigidity of employment* 89 ♦ 

Hiring and finng practices-...-.— -,.,-,-.88 

Firing costs* , 1 12. 

Pay and productivity . 83 

Reliance on professional management- -,.,—.68 

Brain dram , ,-,.„.,-,.,-, „.58-,™,-.+ 

Female participation in labor force* 125 ^ 

8th pillar: Financial maricet sophisticalioH -,.61 — , * 

Financial market sophistication 36 + 

Financing through local equity market - 29 * 

Ease of access to loans - -,..„„74 - 

Venture capital availability - - - 82 - 

Restriction on capital flows -...-.—.—....-...-...— ..14...-. + 

Strength of investor protection"....— .„......— .„...„.-.45— 

Soundness of banks - - -.92 

Regulation of securities exchanges , 39 + 

Legal rights index* - 94 



11 01 

11,02 
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11.09 
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9lh pillar: Technologtcai raadliess,. 



.jsa. 



Availability al latest technologies „ „ 47 ♦ 

Firm-lavel technology absorption 29 ♦ 

Laws relating to ICT SO ♦ 

FDI and technology transfer —.-.—,—„..-,.,—. 73. *■ 

Mobile telephone subscribers* 55 ♦ 

Internet users* ,...-,.—,.„.,-,..,—,.,—„....,— ,.,—62— 

Personal c ompulers* „.-._ 78. .„.♦ 

Broadband Internet subscribers* 49 ♦ 



lOlh pillar Marlret size 

10.01 Domestic market size' 

1 0.02 Fore ign ma rket size*.—.., 



.11 

,16 * 

,27 



Illh pillar Business sophisticatioa .... .. . 41.. 

Local supplier quantity -,.22,.„ 

Local supplier quality ..39... 

State of cluster development — .- - 46,.~ 

Nature of competitive advantage —...—..— 83— 

Value chain breadth 36..., 



Control of international distribution - —27, 

Production process sophistication .48, 

Extent of marketing.. -..—.51 

Willingness to delegate authority 70. 



12lh pillar Inaovation .-, 

Capacity for innovalion.. 



.53. 



.47., 



Quality of scientific research institutions SO + 

Company spending on R&D 62 4- 

University-industry research cotlaboration 49 ■¥ 

Gov t procurement of advanced tech products.. 73 ••• 

Availability of scientists and engineers ...41 ■¥ 

Utility patents* ,„.- , 87. 



* tiard dalH 

NatD Far lurlhnr dDtails and CKpliiiiflllan. plaasR refnr Id lha siiclian 'Haw la Road the Compalrtivnnaxs Prafilex* an page 167 



The Ukraine Competitiveness Report 2008 <S> 2008 World Economic Forum 



c 
= 
o 



United States 



a. 
5 



o 



c 



E 
o 
o 



Key indicators 

Total population (miliionsj, 2007 302.5 

GDP lUSS billronsl, 2007 13,794.2 

GDP lUSSI per capita, 2007 „ 45,593.9 

GDP IPPP. USSI per capita, 2007 44,764.6 

GDP IPPP, USSj as share of world total (%). 2007 19.31 
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The most problematic factors for doing business 



Tax rates 15.0% 

Tax regulations „ 14 8% 

Inefficient government bureaucracy m 11 2% 

Inflation 9.7% 

Inadequately educated w/orkforce 9 6% 

Poor work ettiic in national labour force 7.6% 

Restrictive labour regulations 6 5% 

Access to financing 5.3% 

Policy instability „„,„ „ 4 5% 

Crime and theft 4.0% 

Corruption „ 3.7% 

Inadequate supply of infrastructure 3 4% 

Foreign currency regulations „ 2 6% 

Government instability/coups 2.0% 

Sourer World Econonic Fonm, Encutwa Opinion Survoy 2007 
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Note: From a list of 14 factors, raspondinis wars askad to s«l«ct tha tivi most proMomatic for doing businDss in their countfy and to rank Ihim bstwesn 
1 (most problematic) and 5. TTie bars in tlie figure show the responses weighted accoidiiig to tlieir rankings. 
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Cherkasy 



Key indicators 

Population Imillions), 2006 1.33 

Gross Regional Product (UAH millions), 200S 9,014 

As share of Ukraine GDP |%), 2005 2.0 

Gross Regional Product (UAHI per capita, 2005 6,681 
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The most problematic factors for doing business 



Policy instability 16 1% 

Tax regulations. 13.2% 

Corruption 13 1% 

G 0 ve rnme nt insta bility/cou ps 8 8% 

Inotficient government bureaucracy „ 8 5% 

Access to financing 7 3% 

Tax rates ..... ,..„..„.„„...„„ 71% 

Poor work ethic in national labour force 6 8% 

Inadequately educated workforce 5.9% 

Crime and theft „ 3.6% 

Inadequate supply of infrastructure 31% 

Restrictive labour regulations „„ 2 7% 

Inflahon „ 2.2% 

Foreign currency regulations 1.5% 

SOMtce: World Economic Fonm, EtecuUva Opinion Survay 2006 
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Nott; From a list of 14 factors, respondents wer* *sk«d xo saltct the fwa most problo malic for doing businass m thoir country and to rank Ihtm btttwean 

1 (most problennaltc) end 5. The bars In the ligtire show the retpooses weignted according to their ranklnss. 
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6.12 


Business impgcl ol riiot o<i FDI ~ ».„..., 


.Ji_, 


131 ., 


........ 


33.,.,. 


....Xuwalt- 





aa.... 




..,,43 Zakarpattya 


6.14 


Degree of cuslomsr ofiontaliaii 


,.,3. 


„„ S7.. 


. ..■ 


4.7 .„ 


,, JB Salvador 


♦ 


......4iS„„ 




....5.0 Donetsk 


6.1S 


Buver sophistication., „.,...,„„ „.,..„..„ 


.„S_. 


JM.. 


. 


A2~.. 







*.i ... 


•- 


..,.5.1 Zakarpattya 




7tli pillar lalMKinaiketetficiencT 


?l 


... C< 




..-4J . 


Trinidad and Tobago 


— 


__42 




4.4 Dnipcofetrovsk 


7.01 


Cooperation in lalior employer relations... ^ 




„72.. 




45.-... 


...JylaltB 


+..,.-, 


4.4.... 


^. 


...5.1 Zakarpattya 


7.02 


Flenbikty of wage determination _ 


.-.1 , 


-24.. 


. 


sa ... 


...Jiutsia 


+.. . 


M.„. 




...5.8 Cherkasy 


7.03 


t^on wage labor ca*t$ 1% »l worker's salary)* „. 


~. 


111,. 


■ 


...n/a 


„„ Braill,,. .- 


~ ", 


....3911 .... 




..„ 


n/i 


7.04 


Rigidity of En^ployment Initex 41^100, 100 is worst)' . 




S7.. 


■ 


.n/a ... 


..-imiltiple- 




....ssa... 




n/a 


7.05 


Hinng and flnng practices.... ^ 


.-,.1... 


-.J.. 




iJt...... 


„, Kazakhstan - 


_ 


4J9.... 


... 


....Si6 Cherkasy 


7.06 


Firing costs On weeks of wage)* 




„„ 15.. 


■ 


.n/a ... 






...«a..» 




rt/a 


7.07 


Pay and productivity „ „ „,„„„.,„ 


.„.7_ 


.^S.. 


,.„■.... 


4.4„,„ 


In«t..,._ „ „. 


„.—„.„. 


*5.... 




...4^ Vinnytsya 


7.08 


RaliancB onprofassionalmanagafnent 


12 


127.. 


. .■ 


33 .. 


MacidoniB. FVR 




17... 


•— 


...4.1 Zakarpattya 


7.09 


Brain dram _ 


10 


.113.. 


. „■ 


Z* ... 


...Chad 





2.7... 




3.7 Dnipropetrovsk 


7.10 


Fniiti pvtkipllini h laker hrn |% ol siab psIiqnliMt* 


— 


20.. 




„.!«*_.„ 




.... .......^ 


09 








Wi pillar riiHincial market sophistication 


_10_ 


81... 





u . 


Peru ., 


... - 


__4L2.™ 




...45 Siany 


8.01 


Financial marltet sophistioaljon _ _ 


. 11 


97.. 


. ..■ 


3.0..... 


Honduras 




3.4... 




4.5 Dnipropetrovsk 


8.02 


Financing through local eqirAy narliet....- 


.-.3_. 


Ids.. 


. ..a. 


3a..... 






39 


... 


.,,.48 Zakarpattya 


8.03 


Ease of access to loans 


a 


.. 95. 


. .■ 


.....Z7 .. 







.....2a... 




.,43 Swny 


8.04 


Venture capital availstlMy^ _ „ ~ 




J1«„ 


.„,..■„,. 


23„,. 


Benin » ^ 




3-1 




..,,43 Sumy 


8.06 


Strength of Investor Protection (0-10. 10 is best)* 




m.. 


■ 


.n^a ... 


-miltipli- 




......17 




n/a 


8.07 


Soundness of banks 


S 


.112. 


. ..■ - 


45 ... 


Macedonia, FYR 


. 


45... 




5.2 Zakarpattya 
























M f illnr Techaologlcal readiness _______ 










PakisttMi 


— 


2*... 




71 Kyiv 


901 


Availability olialeM technologies ..„.,„ 


.-1J„. 


130.. 


......a.... 


U... 






aa.... 




.,,,3.9 Dnipropetrovsk 


9.02 


Firm-level technology Btsorption 


7 


105. 


.■ . 


....A1 .. 


ArgeminB „. 


— 


.....4l1 ... 




4.7 Kynr 


9.03 


Laws relating to ICT ... „ „ „ „ 


._S_. 


_82.. 




32-.,., 


Initontsia,- _ 


_ 


3j0.... 




....33 Donetsk 


9.04 




1 


99. 


. . 


.....44 .„ 




......♦„ . 


4u0...„ 




,,4.4 Cherkasy 


9.0S 


Mobile telephone subscribers (per 10O pop.^ „. 





70.. 


. ..■„„ 


„.ltf»„,.. 




~ ~ 


....2»5.... 


~ 




9.06 


Interne! users Iper IO.OO0 pop I* 




_. 72. 


.■ 


.n^a .. 


South Africa 




.7719... 




nit 


907 


Personal computers Iper lOO pop.)* 


.1 


-ta.. 


. ..■ 


4a_,„ 


.—China 


+.. . 


3a... 


— 


.115 Kyiv 


9.08 


Broadband Internet subsciibett 4|>ir 100 pop.l*. .. 




__i54.. 


.„..■„„ 


_,iift_,„ 


Greece -. _ _ 




1.4... 








Ildi pillar Bvtiness sopkisticalio* 


...10... 


.„ 91... 




„..JL6 . 


— ^TaDtanla. 


— 


„...J.7..„ 




.,,,4.1 Zakarpattya 


11.01 


Local supplier qiianiity 


10 


86. 




4.4 ... 


-Bulgaria _ 


— 


4.6 




5.1 Zakarpattya 


11.02 


local supplier quality _ 


._w_, 


.86 .. 




3J9-,,,. 


Dominican Republic-, 


_.—,.,„, 


4.1 .... 




...,46 Dnipropetrovsk 


11.03 


State of cluster development 


10 . 


115. 


. ■ 


-.-2a .. 


Surinama 


..... -. . 


.....12... 




4.0 Sumy 


11 04 


Nature ot competibve advardagt „ „ 




..94.. 


.-...■„,. 


3a„,.. 






11 .... 


— 


....3.9 Dnipropetrovsk 


11 06 


Value chain breadth „ „. 


t 


79. 





33 .. 


Jlontania 


— — 


...13... 




3.9 Dnipropetrovsk 


11.06 


Control of international distribution 


.1 


47.. 


. M 


42 ... 


-Bahrain 


_ ♦ 


4.1 ... 




....4.8 Dnipropetrovsk 


n.o7 


Production process sophistication.. _ 




.J56. 




3S-.„ 


....Azerbaijan - _ 


_ 


16.... 




....4.7 Zattatpaltya 


11.06 


Extent of niarteting „. .„... 


.-.7-. 


96.. 


. ..■ 


36 .„ 


•■•-tgvpt,.- -. 




.....17...., 




...4.7 Zakarpattya 


11,09 


Willingness to delegate authorlly. 


...12... 


118.. 




2a.,.„ 


Nicaragua 




32 




..,.37 Zakarpaaya 






-12 


_ 113... 




. 


_.Doniinicaa Heyublic- 




...JL1 




...3.S Dnipraye^sk 


12.01 


Capacrty for innovation _ 


.4 


47. 




36.... 


...Chuia 


......... . 


16... 




4.2 Dnipropetrovsk 


12.02 


Quality ot scienl)hc research iMslltMlon* 


.J2„. 


102.. 




32 






4X1.... 




..,,45 Kyiv 


12.03 


Company spending on R&D- 


17 


-.125. 




....22 ... 


Bahrain-. 




......10... 




35 Dnipropetrovsk 


12.04 


University-Industry research colaboration 


12 


-118. 


■ - 


22. ... 


Georgia- 




29... 




3.4 Dnipropetrovsk 


12.06 


Gov't procurement of advanced technology products 


...11 


121 .. 


■ 


3.0 ... 







33... 




....4.2 Zakarpattya 


12.116 




. » 


-101 . 


. 


3a_.„ 


Sleyeiila _. 




.....4,2.... 




...5.2 Dnipropetrovsk 


12,07 


USPTA utility patents granted in 2tXie Ipei mio pop,|*, 




J52., 


......a 


..„«rt.„,. 


Bulgaria 




M 




n/i 



•Hiflldata 

Note: For lurthei details and explanation, please refer to the section 'How to Read the Competitiveness Profiles' on page 168. 
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Crimea 



Key indicators 

Population Imillions), 2006 1.98 

Gross Regional Pioduct (UAH millions), 2005 12,848 

As share of Ukraine GDP 1%), 2005 2.9 

Gross Regional Prociuct (UAHI per capita, 2005 , . 6,460 



Global Competitiveness Index 



Rink 



Scare 
(1-71 



Global Competitiveness Index 2006 Ukraine 9 81 4.0 





9... 

7... 


90...„. 
105 


...4.1 

3.1 




9... 


82. 


2.9 


3rd pillar. Macroeconomic stability 


9. 


91. 


4.6 


4th pillar Health and primary education 


9... 


83 


5.7 


Efficiency enhancers 


_„10... 


™....76 


..3.9 




8... 


63 


4.1 




„ 8... 


97 


3.8 




9... 


75....,„ 


...4.2 


8th pillar Financial market sophisbcation 





93 


3.9 


9th pillar Technological readiness 


11... 


..._107.....„ 


2.4 




9._ 


90..._. 


J.3 




6... 


81 


3.7 




„ 11.,. 


98. 


...2,9 



Businvss 
saphistication 



T«ctin«lofletl 

readiness 



rinancial maikel 
sophisticatian 



Labor martet efilciency 



i Crimea 



Macroaconom 

stability 




Higher education 
and training 



Goods mailitl 

afficisncy 



Ukraine 



The most problematic factors for doing business 



Policy instability 18 3% 

Corruption „ „ 16 2% 

Tax regulations 13 9% 

Inflation 10 5% 

Access to financing . 9.4% 

Government mslability/coups 6 0% 

Inadequate supply of infrastructure 5 3% 

Inefficient government bureaucracy 4 7% 

Tax ratos 4.5% 

Crime and theft „ „ „ 3.6% 

Foreign currency regulations 2 9% 

Inadequately educated workforce 19% 

Poor work othic in national labour force 1.6% 

Restrictive labour regulations 1.1% 

Soarea: World Econivnic Fanim, EktcuUva Opinion Survay 2006 
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Nott; From a lid of 14 factors. rgsponcl«ntsw«i«Mha4IOMlMttlMfilf*niMtprabliiinalic lor doing busintss m tlioir country and (o rank Ihtm battwvan 
1 tmoat problematic) and 5. The tKarainthenguraahoiwtharaaponaea weigtited according to thair ranklnsa. 
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The Global Competitiveness Index in detail 


■ compelit ve advanlages 
B compslitr^c diniitnintngcs 


-f bettenhan Ukraine's average 
— won* than Ukraine's avirragi 


1 INDICATOR RAHK/1? ;13<I 


SCORE AT LEVEL OF 


UKRAINE^ AVERAGE BBT PERFORMER | 



s 



E 
o 



Glubttl Conipfrttllveness IndeM.. 

Basic reqiiremanti 

Efficiency enk 



Innovation and sophistication fac(on» 



._S_ J1.. 

_« JO... 

_1« 76.. 

-a 90.. 



«.«.. 

4.1.. 

_..JJ.. 



..Romania—. 
..Suriaame .. 
..Mauiitiui.. 
..Uganda 



...<.! .. 
..It. 



-.4.2 Kflv 
....4.S KTiv 
-..4.2 Zaiiaipatlva 
....3.7 ZaIiaifBttya 



lit pillar InsNlulions. 



-J.1 



1.(11 Properly rights.. _. 

1 02 Intolloctugl proporty protaction.......... 

1 .03 Diversion of public funds . 



..11. 



..123. 



104 Public tru«t«tpoM)clat>$ „ „ „„ 

1.05 Juilicial indepenilence _ _ 



LOG Favoritism in decismns of gDvernment ofliciali.. 

1 07 Wastoiulnsss of government spending 

1.08 Burden of government regulation 

1 09 Efticiencv of legal (ramework 

1.10 Transparency of government poteymaklng 

111 Businoss cosls of terrorism ~ 

1.12 Businasscostsofcrimsaitd vialanca .... ..... 

1.13 Organlied crime „ _ „ „ 

1.14 Raliabilitv of police services 

1.15 Ethical behavior of htrns _ _ _ 



VIE Strength of auditing and accounting standards 

117 Efficacy of corporate boards -. 

118 Protection ol minorily shareholiltrs' inleresis .. 



....-7..- 106., 

....j9._ 51 .. 



!._ 3.0. . 

I..-. 16.. 

I 3.1.. 

J.„ 104 1.7. . 

,.._3 30 ■ Z9.. 

1._ 41 3.4.. 

..7..^ 101 

J._ 122 _ 

Ji...^ 93 

,.„_7 115 ■. 

10._ 87 jm. 

,....J5 .73 



«. 

4 sa. 

,..._5._ 120. 



J3..^ 120 - 

j6._ SO 

J5.,_ 122 



,...i6.. 

,...i2.. 

,...3.0.. 
...29.. 



...*9.. 
...4J).. 
...4,3., 
...35.. 
...3.1 .. 



...14.. 
...*2.. 

.,,29,. 



..Boln/ia..._ 

.,Ecuador ^ 

..Maimtanla _ 

..Mnv«...,_ - _ 

..Titnor-LestB 

..Gambia, The 

..Ciech Republic. 

..MauriDus _ _ .., 

..Aierb«i|an „ „ ^„ 

..Bulgaria- 

..Thaiand — ..... .„ 

..Panama-. _ _ .., 



,.. J.1 .... 

...3.4 

...26 

,.„3.<...... 

,...1.6 

..28..... 



J.S 

........4.0 

3.0 

,._...4.9 
,._...J.S 
3.1 



...2.7 

...25 

...27 

,,..28 

,...3J). 



..Oonunican Republic „....+... 

..Pakistan 

..Russia 

..Mad agasc ar. . „,...„,.^~.., 

..Taiwania _ ....„.-~... 

„Au«$ll _ - 



,...5,4 ......... 

...*1 

,.,,4.2 

,..3.4 

..ao 

,.,,17 

,.,4.4 

,...27 



.,..3.4 
_...3.0 
_...3.5 

3,4 

-...4.1 
-.,,6,2 
-...5.2 
..,,5.9 
-.4.3 
...J.4 
...4.2 
-,..5.8 
,..3.J 



Znkarpiittya 

ZBliarpatlya 

Kyrv 

Donetsk 

Sumy 

Donetsk 

Crimea 

Donetsk 

Poltava 

Donetsk 

Zakarpatlya 

Zakgrpattya 

Zakarpattya 

Zatttrfatty* 

Zakarfiattya 

Zatariiatiya 

Kyrv 

Zakarpattya 

Sumy 



222 



2.01 
202 
2.03 
204 
2 OS 
208 
207 
2.08 



2nd pillar Inlrastructura „,___ 

Overall infrasvucture quality ... 

OuaMy of roads 

Quality of railroad infrastruclura.. 
Qualdy of pi>n mfrastfucture.- 



„,„ 7 

10 

_ 10. 

Quality of air transport inhaslnjcture — -. J. ., 

Available seat kilometers (per week, hi mllions)*.. 

Quiil'ty ot electricity supply. - - J5.,.„„ 

Main telephone lines (per 100 pap.)' 6 



.J)\. 



.,119, 

..S3. 



3J).. 

1,9 „. 

._ 3.4.- 



.Katakhslan.. 

..Poland ... 



,..4J Daiprspetrovsk 



...91 29.- 

,..J8 3,8.,_, 

..58 _■ -«/•._ 

,...8> «„_ 8;8„.„ 

..£1 ■ 23J)._ 



.. .. „3.2 ....... _...4.7 Dnipropelrovsk 

„ „ „ 22 „.„3,9 Dnipropetrovst 

SoutliAiiica ~ 4J) 5.3 Dnipropetrovsk 

Zimbatiwe _ _~ 14 4.3 Dnip ropetrovst 

Slovak Republic,,,-.. + 15 -.,,.4.8 Dnipropetrovsk 

Nigeria _ _ _ -.144.9 — rVa 

Romania - 16 5,2 Dmpropetrov^ 

Slovak Republic — 2SJ} S4.0 Kyiv 



3rd piflar MacwiBOWwic aUbiHty 1- 

301 Cenlfal gouernmert balance ("t o1 GDP)* „ 

3.02 National savings rate 1% of GDPI" - - 

3 03 Annual percent change in consumer price index. JB.. 

3 04 Interest rale spread l%r _ _ j9.. 

3.05 Government gross debt \% of GDP)', _ _ 



J61.. 



„,J9, 
...«. 
.121 . 
...M , 
.,,.17, 



JUmanai- 



Belgium, Morambiiiua 

n/a Denmark 

-...1 1£ Azerbaijan 

8,7.,-.. 6ual»ina)a ... 

...jt/a Uhuania _ _ — .., 



„.4L7. 

,,,-23.. 
..226. 



.MLm 



rt/a 



.11.6 7.0Lviv 

....7.6 —...,5,3 Dnipropetrovsk 

,..19.7 _ r\l» 



402 

4.03 
4 04 
405 
408 
4.07 
4.08 
4,10 
4.11 



M pillar HaaHk aad primaiv aducaliM- 



-11- 



_Il7. 



Malaria incidence (cases per 100,000 pop,)*- 

Business impact of tuberculosis _ _ 

Tuberculosis incidence leases per lOOJHO pop.l* 
Business impact of HIVyAIDS 



1 „ 

SO. 



.....StO- 



..io.„ a. 

._7 52. 



.me,, 

.....45.. 



HIV prevalence |% of adult pop.l* _ 

Infant nrortakty Ideaths per I JXXI live birthsl*',.... 

Ufe expectancy at birth (years)* 

Printary education enrolment (net rata, 
Educabon expenditure (% of GNI|* — 



.55. 



J8.,. 



97 „. 

- 50.. 



-ii/a._.. 



-Uiaguay- 



multiple ..„, 

Macedonia.FYR. 

Armenia „„ 

Panama 



0,0..,, 

4.9... 

.„,99i4,.„ 
.....5i..„ 



...no. 

,..-R/a,-.......,aiultipl 

...17.1,, Utiria 

.-n/a.— Egypt. 



.Gantbia,The... 
.Russia 



1.4.... 

-.,,,110 .„. 

_ _„.S7.0..„ 

.- .,...18.1 .... 

_- 4.4... 



M KtIv 

iVa 

8.2 Dnipropetrovsk 

. 54.8 Kyiv 

S.B Dnipropetrovsk 

n/a 

„„,9,8 Kyiv 

ort 

...97,3 Ky^ 
n/a 



Sdi pillar Higher edacaliaa aial miniag- 



501 Secondary eoucalion enrolment Igross rate, %)* _ 45 . 

5.02 Tertiary education enrolment (gross rata, %f 14 .. 

5.03 Quality of the educational system — _ 11 78 .. 

5.04 Quality of math and science education - 10 72 , 

5.05 Quality of management schools _ ....j6 59 , 

5.06 Internal access in schools., - - 5 90 , 



5.07 Local availability of research and training services 4 .72 .. 

5 08 Exlont of sla'l training .4 .89 „ 



...4.1.- 
n/a 

-n/a.- 



14. _ 

l„ 4.1.,- 

I,„ 14,„ 

29,,., 

I 17 ._ 

1 11 



..Russia . 
..Russia .. 



,...4J. 

.,929.. 
..S65. 



..Jamaica- 

..Saorgia.- 

.SurMiame , 

.Aterbaiian..., 
..Russia 



.Morocco,, 



„.*„. 
„,■•■„, 

„,♦„, 



,,.19- 
,,,4,7 ., 
,„14., 
,,,28 „ 
.15 „ 
,,,10 ., 



«.45 Oaipnpetnnrsk 

n'it 

rv'a 



4.8 Dnipropetrovsk 

6,0 Dnipropetrovsk 

4,1 Lvw 

„,. „„3,S DnipropetrovA 

3.9 Dnipropetrovsk 

. 3.5 Dnipropetrovsk 



Ml pillar: Goods market efltoiency- 

6.01 Intensity of local compebtion 

6.02 Extent of market dominance „ _ 



6.03 Effectiveness of anti-monopoly poicy 

6 04 Extent and effect ot taxation _ 



..10.. 
.J.. 



..J5 

.,J — 



JSl.. 



.106. 



...70. 
...55.. 
..119. 



.JJ„ 



..4J.. 



...IS.. 



.lllaldova 

..Poland 



■ 14,. 



-Mauribus.,. 
,„.23.,-„ Cameroon . 



„ — ..JL8~._..4.4 Zakarpattya 

~ 4.7 5.7 Zakarpattya 

♦ 13 _...3.7 Sumy 

♦ _ 12 _„J,6 Lvnr 

,.. ,...24 3,7 Zakarpatlya 
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RANK/i; /134 



SCORE ATLfVELOF 



UKRAINrSAVtRAGE BEST PERFORMER 



6.0S 
6.06 
6.07 
6.08 
6.09 
6.10 
6.11 
6.12 
6.14 
6.1S 



Total fate \% of pfotitst*. „...,..„„..,...„„ 

Number of procedures reqirired to stait a businra* _ 

Number of days required to start a business' _ 

Agricutural policy costs ^ _ ^.7- 

Prevalence of trade bafflers ... ... ... J_ 



Trade-weighted tanlf r*le i% duty)*,. 

PrevBl«nce of foreign ownership 

Business impact ol rirfat on FDI...„ 

Degree of customer orinitMion 

Buyer sophistication 



-12^.,. 

a-.. 



_104. 
_.«9. 
J2«. 
-IK. 
...41 , 
.129. 
.132. 
-M. 



...jsa. 



...n(a.. 
..n/a . 

...M- 
nlt 

,...Z3- 
...45- 
..,*3_ 



..^gypl.-., 
..multipli. 

...Russia — 



...605. 
...ISdO. 



..MMvt* 



Turkey 

-Tinwr-Leste.. 



..2Jt.. 
..S.7. 
..19.. 



— n/t 

- n/B 

n/a 

..4lO Zakarpanyi 
..4.2 Pakaiva 
n/a 

..45 Zakarpattya 



..Jkiininican Republic. 

..MmWm.~ _ „ 



<f%M *i 

..«5. 



„4.3 Zakarpattya 
..5.0 Donetsk 
..&1 Zakarpattya 



7tti pillar lalMr market efficiency.. 



7.01 Cooporation in labor employct relations.- _ -fl- _80 . 

7.02 FlenbiMY of wage determination _ — _12_ -100 . 

7.03 Non wiage labor costs ol worker's salary)* _ _ 111 , 

7.04 Rigidity of Employment Index (11-100, 100 is worst)" 97 . 

7.05 Hinng and nnng practices..- ^ ..3~ - 1 1 . 

7.06 Firing costs (in weeks of wage)* . . -_1S . 

7.07 Pay and producttvity „ „ _.........„ ..1J_ „7$ . 

7.08 RehancB on profassional managemant 8 113 . 

7.09 Brain dram ._ __. _ -_3_ _72 . 

7.10 Female participation in lalNrhrcaill of irakparticipalian)*...,- _2( . 



,-4J Burkina Faso — 4L2 - 

...Egypt — — . — +....- 4.4 ., 

..Ji4all _ M. 

..Braill... .- „ _ 341. 

..multiple- S5jO.. 



...4.4., 
...*j6- 
.n/a . 
..n/a. 

-.nfa_ 
...4J- 
...3.6- 



...11 - 
,.n*_ 



.. Kyrgy; Repubtlc... 4.., 

.,J)eninark 

...Peru „ 

.-Ecuador- 

.-Kazakhstan _ 

..fslonia - 



....43., 
..I3U0., 
....45 „ 
....17. 
....2.7. 
....OS., 



.4.4 Dnipropetrovsk 

.5.1 Zakarpattya 
.5.8 Clierkasy 

«/• 

.... n/i 

.is Clicrkasy 

..... n/a 

M Vbnnytsya 

.4.1 Zakarpattya 

.3.7 Dniprupetroysk 

....^ n/i 



Ml pillar rimncial market sopliistication .... 

8.01 Financial marltst sophistioalon _ 

8.02 Financing through local equity markat....- 

8.03 Ease of access ta loans _ ..„ .„ ... 

8.04 Venture capital availsblMy- „ 

8.05 Strength of Investor Protection (0-10. 10 is best)*. 
8.07 Soundness of banks _ 



12 S3.. 

-12_ _106.. 

JU 107,, 

5 73., 

- -jB4., 



-12- 



96- 

...-132.. 



,..JLS. 
...18. 
...16. 
...25- 



.Tuikey .. . ™...™_— „ 

-Bosnia and Herzegovina 



..JAaidco.. 



..,12- 
-.nla- 
...18- 



..Tanranl*.. 
-multiiili— 
-CNna. 



.4L2. 



...14.. 
...19. 

...2a. 

...11 ., 
-.17. 
-.45., 



„.45 Suny 

...4.5 Dnipropetrovsk 
,..48 Zakarpattya 
...4.3 Sumy 
.,,43 Sumy 
n/a 

.„Ei2 Zakarpattya 



M f illar Techaological K«i«in»«« 11 Wf 

9 01 Availability ot latest teclinologias- - .10. 11$.. 

9.02 Firm-level technology absorptian 12 118 . 

9.03 Laws relating to ICT ... „ „ „ „ .54 .. 

9.04 FD I and tec hnology transfer _ . .„._W 131 .. 

9.05 Mobile telephone subscntiers (per 1 0O pop,)* „ .-70 ,. 

9.06 intemet users Iper IOX»0 pop I' ^72 „ 

9 07 Personal computers Iper lOOpop.)" _ _.7_ _92- 

9.08 Broadband Internet subscribaix (|>sr 100 pop.l*. _ .J54 „ 

lllli pillar Easiness sopkisticaliaa i 81... 

11.01 Local supplier quaniity _ 8 7S.. 

11.02 local supplier quality _ _.7-. _8I ,. 

1 1 .03 State of cluster development 2 39 - 

1 1 04 Nature of competitive advanlagt „,..,„ „4~ ..72 ,. 

11.06 Value chain breadth S 86- 

11.06 Control of iniernatmnel distribution 12 11S- 

11.07 Production process sophistication- .12.- -JS\ .. 

1 1 ,06 Extent of marketing ,.„ _j6_ JM .. 

11.09 Willingness to delsgate authotlly- .7. J83.. 

12th pillar Inneiration. — — _11— ..— 98- 

12.01 Capacrty for innovation _ _12 78- 

12 02 Quality otscienMic research Unslltullont -.9.. .-.7S.. 

12.03 Company spending on R&D_ _ _ _ _11_ 106. 

12.04 University-industry research colaboration ...6- —73 .. 

12.06 Gov't procurement of advanced technology products . 10 115.. 

12.06 Availability of scientists and engineers _11_ -110.. 

12.07 USPTA utility patents granted in 2CC6 Iper mio pop,|* ~ J52 ., 



I MaMawa 

...25. Bangladesh,, 

...1l7 Burundi 

.„3X)- Jiutsia w... 

...18 _ Chad 



-.n/a - .Dominican Republic . 

-.n/a- -South Africa _ 

...11 _ -Egypt — _ 

-,n/B- Graaca- — _ 



Jj6. 

19. 

,......4l1 . 

10. 

«jO. 

2»5. 

-7Jia. 
la.. 

1.4. 

J.7., 

4.6 ., 

4.1 ., 

32. 



.2J Kyiv 

,,,39 Onipropatfovsk 
.-4.7 Kyiv 
...33 Donetsk 
...44 Cherkasy 

- n/a 

n/a 

lis Kyiv 
n/a 



.. JL7 Jtierbaijaa 

...4l6_ -Croatia.. 

...4i)- Sri Lanka 

-.18- Nigeria 

...13- Taraanla...-. 

..3.^ Azerbaijan 

-.14 _ -Botswana 

...11 - Morocco -.. 

...16 Paraguay — 

...13. Kmyt 



..,11 . 
...13. 



..4.1 ., 
..16. 
..17. 
..12. 



,..4.1 Zakarpattya 

..,5.1 Zakarpattya 
,.4,6 Dnipropetrovsk 
-4.0 Sumy 
,,.39 Dnipropetrovsk 
,.,3.9 Dnipropetrovsk 
...4.8 Dnipropetrovsk 
,..4.7 Zakarpattya 
,..i7 Zakarpattya 
,,.17 Zakarpaaya 



.Moagoiia ., 



..11 Macedona. FYR.. 

„17. Jtomanit _ 

.21 Bulgaria 



...Jll . 

16. 

4jO. 

10. 



.,,29 _ Jriaurltiue 

...11 _ Chad 

...17-. X»28kh«tan.. 

.,i^a. Bulgaria 



...25. 
....13. 
.„.42. 
...,0i4. 



..3S Dniprapetravsk 

,,,4.2 Dniprnpetrovsk 
,,,45 Kyiv 

..,3.5 Dnipropetrovsk 
.,,3.4 Dnipropetrovsk 
.,.42 Zakarpattya 
...b2 Dnipropetrovsk 
n/a 



•Hiflldata 

Note: For lunher details and explanation, please refer to the section 'How to Read the Competitiveness Profiles' on page 168. 
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Key indicators 



ID 
C 



Population Imillions), 2006 3.42 g 

Gross Regional Product (UAH millions), 2005 41,227 S 

As share of Ukraine GDP 1%), 2005 9.3 £ 

Gross Regional Prociuct (UAH I per capita, 2005 11,909 | 

s 



> 



Global Competitiveness Index 

IhllemI Overall 

Rank Rank Scare 
Icutiill2l lain << 134) (1-7) 

Global Competitiveness Index 2006 Ukraine 2 54 4.2 

Basic requirements „ „.._„....„.,..„_ „ 2.,.. 86...„ 4.4 

1st pillar; Institutions 8 113 3.0 

2nd pillar; Infrastructure „ „ 1 36 4.3 

3rd pillar. Macroeconomic stability „„ 11 109 4.3 

4tti pillar Health and primary education 4 73 5.8 

Efficiency enliancers „ 2. 54 4.1 

5th pillar Higher education and training 1 39 „...4.5 

6th pillar Goods market efficiency „ 2. 66. 4.1 

7th pillar Labor market efficiency „ 1 44...,«...4.4 

8th pillar Financial market sophistication 4 64 4.2 

9th pillar Technological readiness 6 „..95 2.6 



lion and sophistication factors 3.. 

Iltfl pillar Business sophistication 5.. 

12th pillar Innovation 1., 



-.11... 
..80... 
..40... 



...J.6 
....3.7 
,...3.5 



Buslnvss 
saphisticatioii 



Technological 
readinssB 



Tinancial niarkft 
sophisticatian 



Macroaconomic 
stability 




Higher education 
and training 



LabM market efficiency 



Goods maditt 

afliciency 



iO> Oniprapetriivjii 



Ukraine 



225 



The most problematic factors for doing business 



Policy instability 20 G% 

Government instabilily/coups „.,..1G 3% 

Access to financing _„ 13 9% 

Tax regulations 12 8% 

CorrupDon „ . .....10.6% 

Tax rates 8,6% 

Inefficient government bureaucracy 4 4% 

Inflation 3 7% 

Crimo and theft _ 3.0% 

Inadequately educated workforce „ 2.2% 

Inadequate supply of infrastructure 1 .3% 

Poor work ethic m national labour force 1.1% 

Restrictive labour regulations „ 0.9% 

Foreign currency regulaoons 0.6% 

Source: Wbdd Econonilc Forum, EucuUva Opinion Survay 2006 
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Dnipropetrovsk 

O Ukraine 



10 15 
Percent of responses 



20 



Nota; From n list of l4f(«lBit,rMpOii4MI*w«l««$ht4IOMlMttlMliVt HIMtproblamalic lor doing busintss m thoir country and to rank Iham batweon 

1 (most ptoblemallcl and Si Tlie torn in the ngura show the raaponsea weighted according to their lanklnga. 
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RANKVI? ,'134 



coiripeliLve advantages 
compslitvc diniitnintiigcs 



SCORE ATLfVElOF 



+ bettenhan Utraine's average 
— wona than Ukraine's averago 



UKRAINE'S AVERAGE BEST PERFORMER 



s 



E 
o 



GlubMl Conipfrtitiveness Index.. 

Basic requirements. 

Efficiency enkancera 



2_ 

.._2. 
2_ 



..-54.. 
...SB.. 
_J4.. 



Innovation and sophistication factors.. 



jC1.._ 





4.4 „ 

_...4.1.. 



lit pillar « II 

1.(11 Property rights _ 10 122 _ 

1 02 inlailoctuai proptrly protactioa,.......^ ..,........j9...~ 110 ....... 

1 .03 Diversion of public funds . .4 JS3 

1 04 Public ttu*i «l poMiclaiw ^ „ ™ „ Ji^ .91 

1.05 Judicial indepenilence _ _ _ 7 109 

LOG Favoritism in decismns of gavernment ofliclalB 4 £S 

1 07 WastefulrxBss ol government spending „4.»-.........W 

1 .08 Burden of gavernment regulation _ -3 .48 

109 Efticiencv of Itgal frameworli „ j9...» lit 

1.10 Transparency of government pakcymaking 6 114 

1 11 Business costs of terrorism ^ _ Ji 17 

1.12 Business costs ol criine and viaianca .... ... ...-7 ......JBO 

1.13 Orgwilied crime „ _ „ „ „ »6..„ .89 

1.14 RaliabilitY of police services 10 118 

1.15 Ethical behavior of firms _ _ _ _ 12 134 

116 Strength of auditing and accounting standards.-. J,.^ .79 

1 17 Efficacy of corporate boards - J .96 

1 18 Protection ol minority shareholders' inleresis 12., _ 134 




..Croatia 

..Uruguay 

-Mexico 



..Barbados.. 



-+ 4.1 . 

..+ U. 

..+ 4J. 

..+ 3 4 



-4.2 Kyiv 
...4.S Kyiv 
-.4.2 ZakarpaUya 
.3.7 Zakarpattya 



..Jdangolia 

...Bolivia...- 

..Kyrgy; Republic .. 
...Georgia — 



..Honduras 

..Morocco 

..ligaria .... 

..Neihartanib. 



,„Jil, 
...3.4.. 
...26., 
...3.4.. 
...1.8., 
.„iB.. 



..Bulgaiia- 



..2.7.. 
..2.5., 

...v.. 

..2.8., 
...3J).. 



..Mauritius .... 

,.Sri Lanka 

..Ptilltpplne*... 

..Ecuador 

..Timor-Leste.. 
..Kazakhstan . 

..Honduras 

..RuMli.... 



,..41.. 
,..*2., 
..3.4.. 

..ao.. 

..37., 
..4.4., 

...11.. 



...3.t Znkarpiittya 

...4.0 Zalia.'patlya 
...3.0 Kyrv 
...4.9 Donetsk 
...2.$ Sumy 
-.3.1 Donetsk 
...3.4 Crimea 
...3.0 Donetsk 
...3.S Poltava 
...3.4 Donetsk 
-.4.1 Zakarpattya 
.,,6.2 Zakarpattya 
...5.2 Zakarpattya 
...S.9 Zatttrf any* 
-.4.3 Zakarfiattya 
...3.4 Zatariiatiya 
...4.2 Kyw 
...5.S Zakarpattya 
...3.J Sumy 



226 



2nd pillar Inlrastruclura . 



2 01 Overall infrastructure quality .. „ .. 

202 QuBidy of road* „ „ „ _ 

2.03 Quality of railroad infrastruclura 

2 04 QuBlrty of port infrastructure.. _ _ 

2 05 Quality of air transport infrastructure — _ 

2.06 Available seat kilometers (per week, hi nllions)* 

207 Qual'ty of electncity supply. - - 

2.06 Main telephone lines (per 100 pap.)' 



..36. 



J.„ .49 -J 

1._ -.13 _J 

.1.- 45 _J 

J..- 54 -J 

- _ 58 -J 

.1... 48 1 

2__ 42 I 



..4J. 



4.7.. 

\..^ 3,9.. 

._ M.. 

I..- 4.3.. 

I._ 4.8., 

I -a/a.. 

I..- 5.2,. 

30lO.. 



-TaaWl 

..El Salvador 

..OM»r„ 

...Taiwan. China .. 

..Slovenia 

...Calombia .... 

,..l*9efia_ 

..Uhuanla.,... 

...Uruguay 



.JLI. 



..32.. 



+ „ ti.. 

4J).. 

+ 34.. 

* - 35., 

,._ -.144.9-. 

■»• - 38., 

2BJJ. 



4J Daiprspelrmsk 

-...4.7 Dnipropetrovsk 
....3.9 Dnipropetrovsk 
-...5.3 Dnipropetrovsk 
-....4.3 Dnipropetrovsk 
....4.8 Dnipropetrovsk 
- n/a 

5.2 Dnipropetrovsk 

.JS4.0Kriv 



3nl pitlar MaemacMiMiic attbilily . 



.12. 



.189.. 



..4J. 



301 Cenirai flovernmam balance ("t ol GDP)* „ „ 

3.02 National savings rate 1% of GDPI" _ _ 

3 03 Annual percent change in consumer price Index. 12.. 

3 04 Interest rate spread l%r _ _ _ -I.... 58 - 

3.05 Government gross debt |% of GOP)" _ _ _ 17 - 



...SR. 
...45., 
..133. 



I -It/a., 

I -Jl/B.. 

1 t9i8.. 

I._ 5,3., 

I -«/».. 



..Haagary- 

. Belgiiinn, Uoramblqu*.. 

...Denmark 

...Sri Lanka _ 



».4L7. 

.,.-23., 
..22.6. 



..Ulhuania. 



..11.6. 

7.6., 

..19.7., 



...MUiv 



_.. t4* 

-...J.0 Lviv 

...,S,3 Dnipropetrovsk 
_ iVa 



402 


•Ik pillar HaaHk aid pflmaqf aducaUsn 

Malaria incidence (cases per 100,000 pop.^*.- 


« , 


71_ 

1 „, 


.... n 


...u 

n/a 


...,Oa|fiim 

...multiple 


4- 


....M 

,...0,0 


61 Kyhr 

iVa 


403 


Business impact of tuberculosis _ 


.... 1. .. 


......43... 




....a2. .. 


...Colombia 


. 


...49 


6.2 Dnipropetrovsk 


4 04 


Tuberculosis incidence leases per lOOJHO pop.l*. 


J 


n„. 




..96,7..-.., 


„..Sri Lanka...... 




.,994 


54.8 Kyiv 


405 


Business impact of HIVyAIDS 


1 


3... 


jm.. 


....65. 


...Finland „ 


.... ....... 


....52.... 


.6.5 Dnipropetrovsk 


406 


HIV prevalence |% of adult pop.l* 




iS... 




.-fl/a. .. 


....Gambia, The.. 




...1.4 


. rVa 


4.07 


Infant mortality Ideaths per 1 JXXI live birthsK...... 


-9 


......64.,. 




...13.7.,-.. 


....Russii...-. - 




..130 


9.B Kyiv 


4.08 


Life expectancy at bittfi (years)* _....„. 




82 .,. 


■ 


. n/a 






..67.0 


tVa 


4.10 


Prinviry education enrolment (n«I rata, 


A....„ 


86 ... 


■ 


1)8 7 


Madagascar 


■«■ ., 


..88.1 


,.,.,97.3 Ky^ 


4.11 


Ediicabon expenditure (% of GNI)* 




a ... 





n/a 


■■Egypt...... _ 




....4.4 


n/a 






















Sdi pillar Higher adacatioa and tiainiag .... 


. 1 


39... 




....45. 




♦ 


.„.4J-™ 


-_.45 Oaipropetrmrsk 


501 


Secondary eoucalion enrolment Igross rate, %)*.. 




„., 45 


■ „„ 


n/a 


....RiiSiia 




..929 


n'a 


5.02 


Tertiary education enrolment (gross rate, 'MT 




14.. 





._n/B. . 


....Russia 




.66.0... 


rVa 


5.03 


Quality of the educational syslem 


_1. .. 


.22.. 




...4.8. 


....Mew Zealand. 


•«•... 


...39 


. ...4.8 Dnipropetrovsk 


5.04 


Quality of math and science education ^, 


-1 


4 




60.,-. 


...Belgium , 


._ ♦ _ 


....4.7 


6.0 Dnipropetrovsk 


5.05 


Quality of management scboolt _ 


......12 — 


....133 „. 




2.4. .. 


....Maurlianla 




..„34 


4.1 LVM 


5,06 


Internal access in schools.. - .....,„... „.-,. 


1 


68... 





3,5...... 


....Argenilni,,,. 


■•■ ., 


....28 


..,..,.,.3,5 Dnipropetrovsk 


5.07 


Local avBilahilitu of research and traininii servif^as.... 1. 


....54... 


■ 


.....3.9. „ 


...Tanzania 





...35 


.3.9 Dnipropetrovsk 


508 


Exlont of sta'l training 




.88 ... 


........ 


....35 


...Colombia 


,„ „..„♦ .„ 


...30 


, 3.5 Dnipropetrovsk 




t(k pillar: Goods markel ellwiency 


2 


66.... 




-..4.1 . 




+.. 


..,Jl8-„ 


.,4.4 Zakarpattya 


6.01 


Intensity of local competition- 


2. . 


45.. 


m. 


...5.2.-.. 


...Tunisia 




...4.7.... 


. ...5.7 Zakarpattya 


6.02 


Extent of market dominance 


.....J. .. 


.94.. 




...32. .. 


....Korea 




....33 


3.7 Sumy 


6.03 


Effectiveness of anti-monopoly pokey _ _. 


_2 


.74 „, 




35. .. 




._ ♦ _ 


....22 


,._..J.6 Lviv 


604 


Extent and effect of taxation _ 


-2. „ 


43... 




29.,-i, 


...Pani „,...., 


+ - 


....24 


3,7 Zakarpattya 
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RANK/12 lUi 



SCORE AT LEVEL OF 



UKRAINE S AVERAGE BEST PERFORMER 



6.05 Total I** fate I % of p»o(it*t* , „ „ „ 

6.06 Number of procedures reqirired to stsn B business* _ 

6.07 Number of days required to start a business' — 

6.08 Agricutural policy costs „ ^ _ 

6.09 Prevalence o( trade barriers ... ... ... 10- 

6.10 Trade-wcighled tanlf rale \% ihitv>*,_ „ 

6.1 1 Prevalenc e ai foreign ownership 2- 

6.12 Business impact ol ruist Ofl FDI... 

6.14 Degree of customer orisfltMion... 

6.15 Buver sophistication 



,....4_.„ 
,.._J5_.. 



_.«9. 
J2I. 
-127. 
...41 . 
.106. 
..104. 
_j81. 



„a 33. 



I ^.nf*^ 

I n(a. 

I n/a.. 

I- 19. 

I_ 53- 

I n/a . 

I_ 43- 

I. 42- 

l_ «_ 

L, 4S- 



..^gypl.-., 
.-multiple. 

...Russia — 



...605. 
-ISdO. 



..340. 



..Timor-Ltst*.. 



- „ 



. Turkey..,. 
.Slovenia. 
..Nepal i.it... 
..Greeu ... 
..SlevMila.. 



..2*., 
.3.7. 
..39,. 
..39. 



..t».. 
..45. 



— ntt 

- n/a 

ntt 

.AO Zakarpeitye 
.4.2 PoUava 
n/a 

.iS ZakarpettyB 



„4.3 ZakarpettyB 
..5.0 Donetsk 
2akarpatty> 



_1. 



Ttli pillar lalMf maiket etiiclency 

7.01 Cooporation in iatior employor relations.. - 

7.02 FleabmiY of wage determination _S_ 

7.03 Non-wage labor cosis 1% ol worker's salarv)* _ 

7.04 Rigidity of Employmeni Index (i>-100, 100 is worst)' 

7.05 Hinng ai>d nnng praclicos... „ ..9., 

7.06 Firing costs (in weeks of wage)* .. . 

7.07 Pay and productivity „ „ „S-~ 

7.08 Rehance on professional managenient 5_ 

7.09 Brain dram _ _ _ _.1_ 

7.10 Fsmalaperlicipationjnlaborlgnf (HornalepariiclpaM*....... 



_44. 

..50. 
-.46. 
.111, 
_97. 



-30, 
._1S. 
,..-35 , 

101. 

-48. 
._2». 



-4.4. 

.48. 
...55. 
.n/a. 
,_.n/a. 
At.. 
.n/a„ 
,.45. 
.3.7. 
.17- 



Auslria 

Arrnema ... . 

Nicaragua.. 

Braill,,. 

. multiple-... 



_4i. 



+.., 

+.., 



„,.Ta|llWian _ - 

„.J)eniiiark ... . 

...Australia.... _ 4.., 

..JUbania 

...In*a. _ _ _ +... 

..Jslonia 



....44., 
....54. 
..3911 . 



....4j9. 
.I3J0. 
....45. 
....17. 
...2.7. 
...OS., 



..4.4 Dnipropetrovsk 

...5.1 Zakarpattya 
..5.8 Cherkasy 

n/i 

— n/e 
...56 Cli«rkasy 

- n/3 

,,.49 Vinnytsya 
...4.1 Zakarpattya 
..3.7 Dniprepetrovsk 
~- n/a 



Ml pillar riiHincial mnrket sophistication 
8.01 Financial marltst soptiisticalion _ 



_1 



_64.. 
._41 .. 
..119,, 
-114. 



8.02 Financing through local equity narkat,,,,. ..12- 

8.03 Ease of access to loans ... .„ ...._10_ 

8.04 Venture capital availability „ „ „..,.....„11_....„.„1H., 

8.05 Strength of Investor Protectian W-10. 10 is best)* 96 .. 

8.07 Soundness of banks _ _2_ _94 .. 



..4l2 ..Pakistan. 

...4S- 
,,,39. 
...23- 
..,24. 
-n/a. 
...Sl1 „ 



.Kuwait _ _ 

..Gaorgia ~ 

..Guyana. _ .... 

..Nicaragua 

.multiple _ _ 

. Bosnia and Herzegovina.. 



,..+.., 



.4L2. 



.3.4. 

..is.. 

.29. 

,.3-1 ,. 
.17. 
.45. 



..45 Siany 

...4.5 Dnipropetrovsk 
,,,4,8 Zakarpattya 
..4.3 SiMiy 
.,,43 Sumy 
n/a 

...52 Zakarpattya 



M pillar Techaologlcal readiness. 
9 01 Availability ol latest technologies ^ ... 
9.02 Firm-level technology absarpbon 



ilkaata. 



M.. 

9 10«. 



39. 

.......AI. 



9.03 Laws relating to ICT ... „ „ „ _12_ 119 „ 

9.04 FDI and tedinology transfer 11 132 . 

9.05 MeWlaMlnplione subscribers (per 10O pop.)* „ „ .-,70,, 

9.06 Internet users Iper IO.OO0 pop I* 72 . 

9 07 Personal computers Iper lOOpop.)" _ _3_ _79„ 



,..24- 
,..39. 
.,n/». 
..n/a. 



,., Philippines 
.J^geniina... 
...Xa«olbo- 

..Chad...- 



..+. 



Jj6. 



9.08 Broadband Intomat subscribers (|>sr 100 pop.}*.... 



i_ 4.4. 

I -.n/a_ 



...Ooirilmcan Republic. 

..South Africa _ 

..Phdippines. 

„,.Gr«aca- _ _ 



.._ + 



19. 

......4l1 . 

39. 

49. 

.,.,295. 
.778u8. 

39. 

14. 



..2J Kylv 

,,,39 Dnipropetrovsk 
...4.7 Kyiv 
...33 Donetsk 
...4.4 Cherkasy 



n/a 

.135 Kyiv 
.- n/a 



IIOi pillar Business sopkisticalioa , 

11.01 Local supplier quaniicy _ 

11.02 local supplier quality . 

1 1 .03 State of cluster development 



-90.. 



.J.7. 



_4_ 
_.1_ 
_12_ 



S3.. 

J50., 

...134. 

Jil. 

50. 



1 1 04 Nature ot competibve advantage „ 

11.06 Value chain breadth 1 

11.06 Control of iniernatmnal distribution 1 21 

11.07 Production process sophistication. _ _4_ .-JSI 

1 1 ,06 Extent of marteting _ ,.„ „...„_S_......„_90 

1 1 .09 Willingness to deligate authotlly _ 3. j90 



.■- 49. 

46.. 

.■_ 1.3. 

m 39. 

JL. 39. 

.■ 49. 

17. 

39- 

.■- 39. 



. Jtierbai ja« 

...Phtkppines 

...Cyprus - ,. 

.-Burundi 

...El Salvador 

..Latvia _ 

...Hong KongSAR 

....Uruguay, 

...Taivanl* — 

„,.Maltt 



+... 

♦„, 



..J.7. 
...4.6 .. 
,.,4.1 . 
...32. 













,.,11 . 
...13. 
...4.1 .. 
.,,39. 
„.17, 
,,,32. 



...4.1 Zakarpattya 

...5.1 Zakarpattya 
,.,46 Dnipropetrovsk 
-4.0 Sumy 
.,,39 Dnipropetrovsk 
...3.9 Dnipropetrovsk 
...4.8 Dnipropetrovsk 
...4.7 Zakarpattya 
,.4.7 Zakarpattya 
,,,3,7 Zakarpaaya 



12tli pillar Innwation. 



1- 

12.01 Capacrty tor innovation _ 1_ 

12 02 Quality otscienljlic research iinslltMlont ~2~ 

12.03 Company spending on R&D- _ 1_ 

12.M University-industry research cokboralion _ -.1- 

12.06 Gov't procurement ol advanced technology products .-9. .100 . 

12.06 Availability of scientists and engineers -.1-.,, _31 , 

1 2.07 USPTA utility patents grgnled in 2CC6 jpei mio pop.l* ~ J52 , 



.JUS. 



.CMIa. 



29. 

I... .-35 , 

40. 

46. 



L. .4.2. 

1 4.4. 

I- 35. 

1 34. 

I- 33. 

I- 52- 

I n/a. 



..Indu... 
...'Rinlsla,, 
..China .„ 



...+„ 

„„♦,.. 
,.„♦... 



16. 

49. 

10. 



..Colombia.- _ _ 4- 29 .. 

..Macadona, FYR 13 . 

...Hungary _ — ♦ 42 . 

..BulgMia Oi4 ,. 



„3S Dnlpropatievsk 

...4.2 Dnipropetrovsk 
,,,45 Kyiv 

...3.5 Dnipropetrovsk 
...3.4 Dnipropetrovsk 
...4.2 Zakarpattira 
.52 Dnipropetrovsk 
n/l 



•Hiflldata 

Note: For further details and explanation, please reler to the section 'How to Read the Competitiveness Profiles' on page 16B. 
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Key indicators 

Population Imillions), 2006 4.58 

Gross Rggional Pioduct (UAH millions), 2005 58,044 

As share of Ukraine GDP 1%), 2005 13,1 

Gross Regional Prociuct (UAHI per capita, 2005.. 12,490 



Global Competitiveness Index 



Regional Dvirall 

Rank Rank Score 
Iculoll}) iamam (1-7) 



Global Competitiveness Index 2006 Ukraine 7 74 4.1 



B asi c r e q ui r e m e nts „.,„„....„....„_. 


$...„.. 


....83...-. 


..,.4.2 




2 


..88 


3.4 




3 




3.2 


3rd pillar. Macroeconomic stability 


8 . .... 


...89 


4.6 


4th pillar Health and primary education 


12. 


...99 





Efficiency enhancers „ 7 70 4.0 

5th pillar Higher education and training 9 64 4.1 

6th pillar Goods market efficiency „ 3 79 3.9 

7th pillar Labor market efficiency „ 12. 103 4.0 

eth pillar Financial market sophisbcation 3 52. 4.4 

9th pillar Technological readiness 9 „101 2.5 



lion and sopliistication factors 93 32 

lllh pillar Business sophistication „ 12 95 3.5 

12th pillar Innovation 9 89. 3.0 



Businvss 
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and training 



Labw martet efilciency 



Goods mafttt 
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The most problematic factors for doing business 



Government instability/coups 

Tax regulations....^ „ 

Policy instability _ 

Access to financing 

CorrupDon „ 

Tax rates 

Inefficient government bureaucracy 

Inadequately educated workforce 

Inflation 

Poor work ethic in national labour force 

Cnme and theft 

Foreign currency regulations 

Inadequate supply of infrastructure 

Restricove labour regulations _ 




0 B 10 15 20 25 

Soarea: World Econornic Forum, ExacuUva Opinion Survay 2006 Percent of retponsei 



Nott; From a list of 14 fa ctort, rMpOndMIC ware aahtd 10 MiMt the liVt lOMt problamallc lor doing busintss m lhair country and (o rank Iham battwaan 

1 tmoat problematic) and 5. Tlie bars in the ngura show the raaponaea weighted according to their lanklnsa. 
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comseutve aiivaiitages 
compnlitvc diniitnintngcs 



SCDRF AT LEVEL OF 



4- benerihan Ukraine's average 
— won* than Ukraine's avtrrags 



UKRAINE'S AVERAGE BEST PERFORMER 
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1.01 
102 
1.03 
104 
1.0S 
LOG 
107 

loe 

109 
1.10 
1 11 
1.12 
1.13 
1.14 

lis 

VIE 
1 17 
1 1B 



301 
3.02 
303 
304 
3.05 



GlubMl Conipfrtitivenexs IndeM 

Basic req»irein»ntB 

EfficieDcy enkancera 

Innovation and sophistication facton» 



._7_ -74 

_« .13 _ 

_7 70 

.11 ». 



4.1 .. 

4J„ 



..Vietnam 

..ladoBssia..—.. 

..Colombia. _ 

..Uruguay 



+... 

+.„ 



...4.1 .. 
..U.. 
..4jI. 



...4.2 Kflv 
...4.S Kyiv 
...4.2 Zajiarpattya 
...3.7 Zaiiaifattya 



lit pillar Imtilulions. 

Property rights 



..86. 



Intalloctuai proporly protactim........^ » 

Diversion of public funits . 

Public trust «( poMtclans ^ „ „, 

Juilicial inijepenilence _ _ _ 

Favoritism in decismns of gDvernmeM oflicialB 

Wastefulnoss of government spending 

Burden of Qovernment regulation 

Efficiency of legal Imiinevirork 

Transparency of government policyiiiaking 

Businoss costs of terrorism ^ 

Business costs of criine and vioianca .... ... 

Organlied crime „ _ „ „ „, 

RaliabilltY of police services 

Ethical behavior of htms _ _ _ 



Strength of auditing artd accounting standariis.- 

Efficacy of corporate boards 

Protection ol minority shareholilers' inleresis 



J8..- lOO _■„. 

.33 ■.. 

SI 

1 sa ■.. 

...Ji ICS. 



..3.4.. 
...3.9.. 
...28.. 
...4.9.. 

..le.. 
...11.. 

...M.. 



J.™ 

J — 

,12 

J 



....73. 
..102. 
„„74., 
..134. 

....... 

...S3. 



..2...- 

..._2._ 



,..48. 

...eo. 



11._ 133. 

12..„ 131 . 

10._ 110. 

131 , 



..30.. 
..i6.. 
..34.. 
..2.1.. 
..&2.. 
..4.7.. 
..&3.. 
.A3.. 
..25.. 
..31,. 
..40.. 
..26 „ 



,„Philirpiaes 
...Kazakhstan 
..Gambia, Th* 

...iBraal. _ 

..Pakistan - 

...Nigeria _ 

...Cambodia 

...Koraa ....... 

...Mexle*.- 

...BaiM 

..Indonesia 



,..+.., 
...+.., 







..Burkina Faso ..—...„ 
..Ganfbia.Tfis .......... 

..Mei«ceo....„ 

..Nicaragua _ 

..Timor-Leste 

..Paraguay 

..Morocco - 

..Ru«*li.,.. 



...... 



2nd pillar Inlrastruclura . 



,.J12. 



J>akistM.., 



201 Overall infrastructure quality .. „ .. „ 5 .^...'JS ... ■ ..32.. 

202 QuBlrty of road* „ „ „ „ _ J.„ .81 26.. 

2.03 Quality of railroail infrastruMura 2 .73 ■ 4.6 .. 

2 04 Qualrty of port intrastructure.- _ J SH ■ 37.. 

2 05 Qualrly of air transport infrastnjcture — .70 43.. 

2.0G Available seat kilometers (per yraek, hi nllions)''..- — .51 — ■ -nit.. 

207 Quiil'ty of electncity supply _ - J... 92 36.. 

2.06 Main telephone lii>e& (per 100 pap.)' 4 .54 ■ 240.. 



..India 

..Ptilkpplnes.. 
..India— _ 



...Mofocco 

...Ctista Rica ... 

..Nigeria...- — 

...Etiiiopla.. 

...Tiinidad and Tabago . 



... — 
♦„ 



... 



3nl pitlar MaeiMMiiMiie mbajty-.... i- 

Cenirai yovernment balance \% of GOP)* „ „ 

National savings rate Ift of GDPI' _ — 

Annual percent change in consumer price index. 10.. 

Interest rale siiread l%l' , _ _ jS.. 

Government gross debt |% of GOP)" _ _ 



..125. 

....86 

....17. 



I 

I n/B„ 

I. 12.1.. 

I.„ 77.. 

I -It/a.. 



JUaral.. 

..Belgium, Moramblque.. 

..Denmark 

..Ethiopia _ 

..ColomMa ^ 

..UUtuanla _ — 



..„Jl1 ...„_.J.t Zakaipirttya 

14 .....4.0 Zakarpatlya 

......26.... ...3.0 Kyrv 

34 4.9 Donetsk 

1,6 -....2,6 Sunty 

26 3.1 Donetsk 

......2.7 3.4 Crimea 

25 ...3.0 Donetsk 

27 _...3.5 Poltava 

26 .....9.4 Oonatsk 

.....30 41 Zakarpattya 

54 .-.,,6,2 Zakarpatlya 

41 .5.2 Zakarpattya 

42 -..,,5.9 Zaiitrf any* 

34 4.3 Zakarfiattya 

30 J.4 Zatarpatiya 

37 „...4.2 Kyw 

......44 —...5.6 Zakarpattya 

27 3.3 Sumy 

mmJt\ — 43 Daiprspelrovsk 

......32..... 4.7 Dnipropetrovsk 

, 22 „„,3,9 Onipropetrovst 

40 5.3 Dnipropetrovsk 

34 4.3 Dnipropetrovst 

35 ......4.6 Dnipropetrovsk 

-.1449 _ rVa 

36 5,2 Dnipropetrov«k 

....2BJJ S4.0 Kyni 

„A7 4Jkriv 

,,.-23 .„ rfy 

..226 n/a 

..11.6 7.0Lviv 

....7.6 ....,5.3 Dnipropetrovsk 

...19.7 _ iVa 



402 

4.03 
4 04 
405 
406 
4.07 
4.06 
4,10 
4.11 



M pillar HaaHk aid primanf ailucaliiin__ 

Malaria incidence (cases per 100,600 pop,^*..,. 
Business impact of tuberculosis 



.12. 



,JlS. 



Ji.. 



,....1 . 

...72. 

Tuberculosis incidence leases per lOOJHO pop l* 11._ .87 . 

Business impact of HIV/AIDS 4 .42 . 

HIV prevalence W> of adult pop.l* _ .95 . 

...10._ M. 

SI. 

.,.12.,. 113., 

.- _ SO. 



Infant mortaktv Ideaths per 1 JXXI live birthsl*',.... 

Ufe expectancy at bcttti (years)* 

Primary education enrolment (net rata, 
Education expenditure (% of GNI|* _ 



n/8, 

_ 16- 

„„1224„ 

_ 5.7,. 

-fl/a- 

-...143., 

Jl/».. 

..,..61.3.. 
-n/a.. 



...multiple - 

..Bosnia and Herzegovina 

..Dominican Republic.,, — ,. 

...Latvia 

...Gambia, The 

...Russii..... - _ .. 



0.0 .. 

4.9.. 

...694 ,. 
....52. 



..BotSMana., 
..Egypt 



....1.4.. 
..130. 
..87.0-, 
..16.1 ., 
U. 



_M 1^ 

- iVa 

...6.2 Dnipropetrovsk 

54.8 Kyiv 

S.5 Dnipropetrovsk 

- ii/a 

....9,6 Kyiv 

- nrt 

. 97,3 Kyiv 
n/a 



Stk pillar HiglMtedHcatiaa and tniniag- 



501 Secondary ei!iic:aliciri cr.rii'mein Igross rate, %)* _ 45 , 

5.02 Tertiary education enrolment (gross rata, *)* 14 . 

5.03 Quality of the educational system _ _ -.4 44 . 

5.04 Quality of matfi and science education _ -2 15 . 

5.05 Quality of management schools , „ „ .3 76 . 

506 internil access in schools.. - - - _ 12 114 , 

5.07 Local availability of research and training snvicas 10 .95 . 

5 06 Exlont of staff training 10.- 123,, 



.41. 

I n/a.. 

I _n/B.. 

I.-.- 41.. 

I._ 5.4., 

I.„ 38.. 

I..- 22., 

I 33. 

1 26.. 



...Rii««ie 

...RussiB 

...Costa Rica 

..Hungary 

...Burkina Faso.. 

..Zimbabwt 

...Mauritius 

...Paraguay 



.™.*2. 

.,929.. 
..S6.0. 



.._ •«•.. 

.._ 

— •»•... 



...39.. 
...47 .. 
...34., 
...26., 
...35. 
...30.. 



..45 Oaipiopetnnrsk 

ri''n 

rVa 

,..48 Dnipropetrovsk 
...6.0 Dnipropetrovsk 
...41 Lvw 

,,.3,5 DnipropetrovA 
...3.9 Dnipropetrovsk 
...3.5 Dnipropetrovsk 



6jOI 
6JI2 

6.03 
604 



Mk pillar Goods market eNioiency 

Intsnsilv Df lecal canpalilioii 

Extent of market doininance_. 

Effectiveness of anti-monopoly poficy.. 
Extent and effect of taxation _ 



_ JB.. 

J.- 



-79.... 

.a...... 



...72. 
..102. 
..109. 



JJ .Aierbaijaa +.. 

_ 46. _ ItBly -.. 

- 35 GuBlemala _ 

31 Azerbaijan _ __ .. 

24.,.. Guyana -~ , 



.... „._..44 Zakarpattya 

...47 5.7 Zakarpattya 

33 — 3.7 Sumy 

....32 _.,3,6 Lviv 

.....24 3,7 Zakarpatlya 
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SCORE ATLfVELOF 



UKRAINrSAVtRAGE BEST PERFORMER 



6.0S 
6.06 
6.07 
6.08 
6.09 
6.10 
6.11 
6.12 
6.14 
6.1S 



Total I** fate \% of pfotittt*. „...,..„„..,...„„ 

Number of procedures reqirired to stsn B businra* _ 

Number of days required to start a business* — — 

Agricutural policy costs _ ^ _ 

Prevalence of trade barriers ... ... ... 1J_ 



Trade-weighted tanlf r*le i% duty)*,. 

PrevBl«nce of foreign ownership 

Business impact of rirfet on FDI...„ 

Degree of customer orinitMion 

Buyer sophistication^ „,....„„.... 



- -.3-,.,, 

1-.. 





.._104. 
.._.«9. 

..-13<. 



.,...,41 , 
._113. 
...109. 
.._J5. 



^.n(a.. 
..n/a - 
...14. 
...U- 
nf* . 
...4.1 . 
...4.1. 
...5jO_ 
...4.1 . 



..multipli. 

...Russia — 



...Ecuador ^ 

....Mauritania 

... Turkey 

.. JCyrgyz Republlc- 
....SltvMla — ...... 

....Cfltambn 

...Mexico, 



..605. 
..ISuO. 



2Jt 

_ X9 

♦ 3J 

34 

4iS 

i1 



- n/a 

ntt 

.AO Zakarpaitya 
..4.2 Podava 
n/a 

..45 Zakarpattya 



„4.3 ZakarpattyB 
..5.0 Donetsk 
Zakarpattya 



7.01 
7.02 
703 
7.04 
7.05 
7.06 
7.07 
7.0S 
7.09 
7.10 



7tli pillar lalMr market efficiency 12 103 . 

Cooperation in ialior employer relations... - 12 - .128. 

Flexibility of wage determination _ _j6_ _56. 

Non-wage labor costs \% ol worker's salary)* „ „ Ill , 

Rigidity of Employment Index (0-100, 100 is worst)' 97 . 

Hinng ai>d nnng practices „ ..12. JM . 

Firing costs (in weeks of wage)* .. .. .. IS. 

Pay and producthrity „ „ ..11.. ...70 . 

Reliance on professional management ^9 11S . 

Brain dram _ „12_ .120 . 

Faniala participation in lalNr torca (% of nala partcipaM*...... _2( . 



.4.0. 

.3.7.. 
.55 - 
.n/a. 
.n/a. 
.3L7. 
n/a- 
.4.1. 
.3.6. 
.12- 
jnlu- 

M. 

A7_ 
.4J8. 

.3.8 _ 
.30 „ 
.n/a. 
.45. 

2S. 

to. 

3M. 
3J. 
3JS- 
..n/a. 
..n/a. 
.33. 
..n/a. 

.42. 

,..32. 
.3.7. 
,..2.4. 

,.JL1. 
..4.1. 
..14. 
,..35- 
.,11. 

JU. 

.16. 
,.,4.1. 
.2.7. 

.25. 

.32. 
,..4.1- 
.,n/a. 



._lBdia 

.. .Trmidad and Tobago. 

....Indta _ 

... Braill,.. 

..jmiHipla 

....Bulgaria - 

...J)eniiiaifc ... 

...Hirkey..- „ 

. J^orocco 

■•-Eflypt- - - 

...Istania.. 



_*2. 



4.4., 

,..+..._ M. 

341 ., 



43., 

I3J0.. 

45., 

_- 17., 

27., 

OS., 



..4.4 Dnipropetravsk 

...5.1 Zakarpattya 
...5.8 Cherkasy 

n/i 

— n/a 
Clicrliasy 

_ ri/a 

...4.9 Vinnytsya 
..4.1 Zakarpattya 
...3.7 Dniprepetrovsk 
~- n/a 



Itii pillar rimncial market sophistication _.3 „.._52 .. 

O.OI Financial marltet sophistioaljon _ _ 4_ 75 .. 

8.02 Financing through local equity market..... ..2~ JSi „ 

8.03 Ease of access to loans ..„ .„ 2 .. 51 ., 



-CMek RaiMkHe 

..Croatia _ _.. 

. Czech Republic 

..Latvia 



8.04 Venture capital availability „ „ „ „2.. ~-M ., 

8.05 Strenglh of Im/estor Protactian tt-10. 10 is best)* 96 .. 



8.07 Soundness of banks _j6_ 



.114.. 



..Thatlmd 
jnuhipla 

..Mozanbiqua .. 



.4L2. 



..14., 
.,19., 

..za., 
,.11 . 

17., 

45., 



„.45 Siany 

...4.5 Onipropetrovsk 
...4.8 Zakarpattya 
...4.3 Sinny 
...43 SiMiy 
n/a 

...5.2 Zakarpattya 



M pillar Techaologlcal readiness 

9 01 Availability ol latest technologies 

9.02 Firm-level technology absorption 



-Macedoala, FYR... 



9.03 Laws relating to ICT...^ „ „ „ 

9.04 FDI and technology transfer _ ... 

9.05 Mobile telephone subscribers (per 100 pop.^.. 

9.06 Internet users Iper lO^lOO pop I* 

9 07 Personal computers Iper tOO pop.)* 




..2J6. 



_ _S_ 



9.08 Broadband Intomat subsctibart (par 100 pop.)*. _ .J54 ., 



..Chad _ _ 

..Ooirilmcan Republic ~ 

..South Africa _ 

...Nicaragua _ 

...Greece - _ _ 



19., 

4l1 ., 

10., 

4ij0., 

205., 

...7Joa. 
la.. 



_ 1.4 „. 



-2J Kyiv 

,,.39 Onipropetrovsk 
...4.7 Kyiv 
...33 Donetsk 
...4.4 Cherkasy 

n/a 

n/a 

lis Kyiv 
_ n/a 



IIOi pillar Business sopkisticalioa , 

11.01 Local supplier quaniicy 

11.02 Local supplier quality „ 

1 1 .03 State of cluster development 



.12 95., 

.12 101 ., 

.12- 119., 

_.4 48. 

..129,, 
.-92., 



-Eeaador. 

.Jcuadof- 



..Maurltania... 
..Itnior-Leita.. 



..J.7. 
...4.6 ., 
...4.1 ., 
...12. 



J2~ 
_j9_ 



56., 



1 1 04 Nature at competibve advanlagt 

1 1 06 Value chain breadth 

11.06 Control of iniernatmnal distribution 

11.07 Production process sopfiistication. „..............,..._10_ ._79 

11,06 Extent of marketing ..„ .. 11_......._104 

1 1 ,09 Willingness to delagate authority _ t. .98 



..Doininican Hepublic- 

.- Ireland 

...Cgiembia 

.. JUbania _ _ 

..Macedonia. FYR 



11 „ 

_- 13., 



4.1 ., 

16., 

-.- 17., 

..- 12., 



...4.1 Zakarpattya 

...5.1 Zakarpattya 
...46 Onipropetrovsk 
...4.0 Sumy 
...39 Onipropetrovsk 
...3.9 Onipropetrovsk 
...4.8 Onipropetrovsk 
...4.7 Zakarpattya 
,...4.7 Zakarpattya 
,.,.17 Zakarpaaya 



12th pillar ■»■"•"->■'«» « fa 

12.01 Capacrty for innovation _ _j8 52.. 

12.02 Quality otscienMic research UnslltMlon* -5.. ~47„ 

12.03 Company spending on R&D. _ _ _ _10_ 103 ., 

12.04 University-industry research colaboration .11 .105 .. 

12.06 Gov't procurement of advanced technology products 8 110 .. 

12.06 Availability of scientists and engineers _.6_ _84 ., 

12.07 USPTA utility patents granted in 2CC6 Iper mio pop,|* ~ .52 ., 



JMali. 



-Sri Lanka _ 

.Sri Lanka 

-Jordan 

..Mojambiiiue- 

..Bulgaria 

..Georgit- 

..Bulgaria 



311 ., 

_-..„ 16., 

4X1., 

_- 10., 



.29. 



33., 

• 4,2., 

04 „ 



...3S Dnipropetrevsk 

...4.2 Onipropetrovsk 
,...4S Kyiv 

...3.5 Onipropetrovsk 
...3.4 Oniprupetrovsk 
...4.2 Zakarpattya 
,...5i2 Onipropetrovsk 
n/l 



•Hani data 

Note: For further details and explanation, please reler to the section 'How to Read the Competitiveness Profiles' on page 168. 
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Key indicators 

Population Imilltons), 2006 1.12 

Gross RBglonal Product (UAH millions), 200S 6,469 

As share of Ukraine GDP 1%), 2005 „...1.5 

Gross Regional Product (UAH I per capita, 2005 5.713 
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The most problematic factors for doing business 



Tax regulations 14 8% 

Policy instability..„ .,..13 7% 

Government insta bility/cou ps 1 2 6% 

Corruption 10.2% 

Inefficient government bureaucracy 9.0% 

Inadequate supply of infrastructure 7.9% 

Access to financing „„.„..„„„„...„ 5 7% 

Inadequately educated workforce 5 4% 

Tax rates 4.9% 

Crime and ttieft... - „ 4.3% 

Inflation 4.1% 

Poor work ethic in national labour force 31% 

Restrictive labour regulations „ 3.1% 

Foreign currency ragulanons 1.3% 

Source: World Economic Forum, EkocuUva Opinion Survey 2006 
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Key indicators 

Population Imillions), 2006 1.36 

Gross Rggional Product (UAH millions), 2005 7,958 

As share of Ukraine GDP |%), 2005 1.8 

Gross Regional Protiuct (UAHI per capita, 2005 . 5,764 



Global Competitiveness Index 



Regional Overall 

Rank Rank Scare 
Iculoll}) laul<<l») (1-7) 



Global Competitiveness Index 2006 Ukraine 5 69 4.1 
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Efficiency enhancers _ _ 6C 4.0 

5th pillar Higher education and training 7 61 4.1 

6th pillar Goods market efficiency 4 84. 3.9 

7th pillar Labor market efficiency ^ 3 56. 4.3 

eth pillar Financial market sophisocation 7 71 4.1 

9th pillar Technological readiness „ ..S -..93. 2.6 

Innovation and sopliisticallon factors 7 IS .3.4 

lllh pillar Business sophistication 7 82. 3.7 

I2tfi pillar Innovation „ 8 88. 3.0 
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The most problematic factors for doing business 



Tax regulations. 17 6% 

Policy instability 15.2% 

Corruption „ 13 7% 

Access to financing 119% 

Tax rates 8 1% 

Inefficient government bureaucracy 7 9% 

Inadequately educated workforce 5 7% 

Crime and iJieft 5 5% 

Government instahility/coups 4 8% 

Inflation „ „ „ 3 1% 

Inadequate supply of infrastructure .2 6% 

Poor work ethic in national labour force 15% 

Restrictive labour regulations „ 1.3% 

Foreign currency reguiaoons 1.3% 

World Economic Fonim, EktcuUve Opinion Survey 2006 
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O Ukraine 



10 15 
Percent ol responses 
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Note: Front a list of Mfaclors. respondonls were asked la seleMtbt f>tt most problnmaiic for doing business in thoir country end 10 rank llitm between 
1 tmost problematic) and 5 The ban in the figure sliowtAe responses weighteil according to their rankings. 
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Key indicators 

Population Imillions), 2006 2.56 

Gross Regional Product (UAH millions), 2Q05 17,192 

As share of Ukraine GDP 1%), 2005 .3.9 

Gross Regional Product (UAH I per capita, 2005.. 6,657 
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Global Competitiveness Index 



Regional Overall 

Rank Rank Scare 
lculoll2l iaiimm (1-7) 
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The most problematic factors for doing business 
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Tax regulations....^ „ 
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11.02 local supplier quality _ _84.., 

1 1 .03 State of cluster development 5 88 .. 

1 1 04 Nature of competitive advantage - ~. J52 ... 

1 1 06 Value chain breadth S 74 „, 

11.06 Control of internatmnal distribution 5 53.. 

11.07 Production process sopfiistication. -.3- _5B„, 

11,06 Extent of marteting ., ... .... 2_.„...„_73 .., 

1 1 ,09 Willingness to delagate authorlly _ A. j8S .„ 

12th pillar Inneiratien, - , . I S4.. 

12.01 Capacrty for innovation _ _3_ _35 ... 

12.02 Quality ot scienlilic research iinsiltMlont -.4.. 44 ... 

12.03 Company spending on R&D- _ _ _ 8 83 .. 

12.04 University-industry research cokboralion _.4_ _63 ... 

12.06 Gov't procurement of advanced technology products .-.4- —91 ... 

12.06 Availability of scientists and engineers _2 _43 

12.07 USPTA utility patents granted in 2006 Iper mio pop !* ~ J52 .., 
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-4.0 Sumy 
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...4.8 Dnipropetrovsk 
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,.4.7 Zakarpattya 
,,.17 Zakarpaitya 
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„35 Dnipropetrovsk 
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,,,45 Kyiv 
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...3.4 Dnipropetrovsk 
,,.42 Zakarpattya 

Dnipropetrovsk 
n/a 



•Hani data 

Note: For further details and explanation, please refer to the section 'Hom to Read the Competitiveness Profiles' on page 168. 
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Key indicators 

Population Imillions), 2006 1.54 

Gross Regional Product (UAH millions), 2005 18,099 

As share of Ukraine GDP |%), 2005 4.1 

Gross Regional Protiuct (UAHI per capita, 2005 11,574 



ID 
C 



Global Competitiveness Index 



Rant Rint 



Score 
(1-71 



Global Competitiveness Index 2006 Ukraine 8 78 4.0 

Basic requirements „_ „..„ „ „» „ 8 89...„ 4.1 

1st pillar; Institutions 9 116 3.0 

2nd pillar: Infrastructure „ „ 8 81 3.0 

3rd pillar. Macroeconomic stability 5.. 79 4.8 

4th pillar Hgaltli and primary education 6 76 5.8 



EHiciency enhancers „ 8.. 

5th pillar Higher education and training 10-, 

6th pillar Goods market efficiency 6.. 

7th pillar Labor market efficiency ^ 10., 

8th pillar Financial market sophisocaton 11., 

9th pillar Technological readiness „ _ -4.. 



,74.. 

..66-. 
..89.. 
..78.. 
..83.. 



.J.9 

...4.1 
...3.8 
...4.2 
...4.0 
...2.6 



Innovation and sophistication factors „....8. 87 .3.4 

11th pillar: Business sophistication 4 75 3.9 

12th pillar Innovation 10 96. 2.9 



Business 
sophlsticatioii 



Technological 

isadiness 



sophistication 



Macroeconomic 
stability 
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Higher education 
and training 



LabiK maitet efilciency 



Goods martitt 

efliciencY 



I PoUava 



. Ukraino 



The most problematic factors for doing business 



Access to financing 13 3% 

Policy instability 13,1% 

Tax regulations 12 6% 

Inadequately educated workforce 9 9% 

Corruption „ 8 6% 

Inefficient government bureaucracy .6 5% 

Tax rates „ „ 6 5% 

Inflaoon 5 4% 

Inadequate supply of infrastructure 5,4% 

Government instabilcty/coups „ 4 7% 

Cnme and theft 4 0% 

Poor work ethic m national labour force 3 8% 

Restrictive labour regulations „ 3.7% 

Foreign currency raguiaDons 2.6% 

SOMtce: World Economic Fonim, EktcuUva Opinion Survoy 2006 




10 15 
Percent of responses 



25 



Nott; From a list of 14 factors, rospondonls nisre askgd to sslsct thii (>vii mosl problamalic for doing busingss m their country and 10 rank (htm bttween 
1 tmosi problematic! and 5 The bars in the figure show the responses weighteil according to their lanklnqs. 
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The Global Competitiveness Index in detail 
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2.01 
202 
2.03 
204 
205 
2.0G 
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2.06 



jn.. 



2nd pillar Inlrastruclura * 

Overall infrasvucture quality .. „ .. „ 7 .„...78 ., 

OuaMy of roads „ „ „ „ _ 114 . 



Quality of railroad infrastruclura 9 

Qualrty of port intrastructure.- _ .9 

Quality of air transport infrastnjcture — .........10.™, 

Available seat kilometers (per week, n nllions)*.. 

Qual'ty of electncity supply, - - 

Main telephone lines (per 100 pap.)' 3 
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3rd pitlar MactoacoiWBiic mabilHy-.^ S 71»m-— 

301 Cenlral governmam balance ("t of GDP)* „ „ „ .69 ^ 

3.02 National savings rate 1% of GDPI' _ .« I 

3 03 Annual percent change in consumer price Index. -7 119 —I 

3 04 Interest rate spread l%l' _ _ - J..- 77 _( 
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M pillar HaaHk and prinury adueadsn. 



HIV prevalence \% of adult pop.l* _ 

Infant mortakty Ideaths per I JXXI live birthsl*'..... 

Ufe expectancy at birtti (years)* 

Primary education enrolment (n«t rata, 

Educabon expenditure {% of GNI|* _ 



J 



Malaria incidence (cases per 100,000 pop.)*- _ _ 1 . 

Business impact of tuberculosis _ 8 103 . 
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...sa. 



...ss. 



JO. 

^2. 

,...7... 33. 

_ aa . 



... n/a 

4-7 

...886 

.....4.7 

..-n/a.-.. 



-...11.2.. 
n/a.. 

117 7 , 
n/a.. 



.multiple.. 

..Philippinas 

..Lithuania 

..Thailand 

..Gambia, The 

..Costa Hica 

..multiple- . 

.Nicaragua 

..Egypt — 



...0.0. 
...4.9.. 
,98.4 ., 
...52. 



_, 



..1.4. 
.110., 
.67.0.. 
.88,1 ,. 
...4.4. 



_11 KtIv 

~ n/a 

6.2 Dnipropetrovsk 

54,8 Kyiv 

S.5 Dnipropetrovsk 

_ rVa 

....9.8 Kyiv 

n/a 

. 97.3 Ky^ 
_ _ n/a 



Sdi pillar Higher adacatioa and tniniag- 



501 Secondary eflucalion eiuoim«nt Igross rate, %)* _ 46 

5.02 Tertiary education enrolment (gross rata, *)* 14 ., 

5.03 Quality of the educational system — _ 12 SH .. 

5.04 Quality of matfi and science education - 11 78 . 

5.05 Quality of management schools „ ....11 119 . 

506 internti access in schools.. - .....„„.. „,- ,,.11 ,,,,113 , 

5.07 Loc at availability of research and training sarvicas 5 .74 ., 

506 Exlont of staff training 2.. 71., 
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Note: For lunhei details and explanation, please refer to the section 'How to Read the Competitiveness Profiles' on page 168. 
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Key indicators 

Population Imillions), 2006 1.21 

Gross Regional Product (UAH millions), 2005 8.026 

As share of Ukraine GDP \%), 2005 „...1.8 

Gross Regional Product (UAHI per capita, 2005 6,497 



Global Competitiveness Index 



Regional Overall 

Rank Rank Scare 
icuioii}! lain am (1-7) 



Global Competitiveness Index 2006 Ukraine 6 73 4.1 
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The most problematic factors for doing business 



Policy instability 16 3% 

Tax regulations „ 12 9% 

Inflation „ 12 6% 

Tax rates 12.4% 

Corruption . .....10.4% 

Government instability/coups. 8.2% 

Crime and theft „ 5 6% 

Inefficient government bureaucracy 5 1% 

Access to financing 4.9% 

Foreign currency rogulaoons „ 3 5% 

Inadequate supply of infrastructure 2 9% 

Poor work ethic in national labour force 19% 

Inadequately educated workforce „ 1.7% 

RestricDve labour regulations 1.6% 

Sawtf. World Econornic Fonim, EtecuUve Opinion Survey TOK 




O Ukraine 



10 15 
Percent of responses 



20 



25 



Note: From a lid of Uf««loit,lMp0n4«ill(W«l«MlMI0Mlt«ttlMlM*inMtproblnmalic for doing business m their country and (o rank Ihem behween 
1 tmoal problemancl anil 5i The bars in ihe ngura show the responses weigrned according to their rankings. 
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The Global Competitiveness Index in detail 


■ coiTipeliLve advantages 
B compslitvciinidnintiigcs 


4- benerihan Utraine's average 
— wore* than Ukraine's average 


1 INDICATOR RANK/I? ,'134 


SCORE AT LEVEL OF 


UKRAINE^ AVERAGE BEST PERFORMER | 



s 



E 
o 



GlubMl Conipfrtillveness Index..... 

Basic reqaireirants. _ 

Efficiency enkanceri 



._73.. 

..jtr. 

-_M.. 



Innovation and sophistication fac(on» 



...4.1 ._ 

...U._ 
„A5_ 



..Vietnam.. 



...Peru 

-Jamaica 



«.! . 

34 



.4.2 Kriv 
...4.S Kyiv 
..4.2 Zaiiaipatlva 

.3.7 Zajcaifattya 



lit pillar Imtiluliflns. 



..105. 



1.(11 Property rights _ ! 

1 02 Inlalloctuai proporly protactim........^ _ 10..^ 123 ...... 

1 .03 Diversion of public funds . S JB7 ...... 

1 04 Public ttu*i of poM)clai>$ ^ „ ™ „ £3 

1.05 Judicial independence _ _ _ 2 JBi . 



LOG Favoritism in decismns of gDvernment officiali.. 

1 07 Wastefulness of government spending 

1 .08 Burden of government regulation 

1 09 Efficiency of legal frgmeworft _ 



....47. 
..123. 



-6.- 

J5..,„ 9J., 

2 103. 



..3£.. 



...2.3.. 
...15.. 
...26.. 
...11.. 



...13.. 
...21.. 
...28.. 
,...10.. 
...13.. 



1.10 Transparency of governnwnt pateymaking 

1 11 Business costs of terrorism ~ 12..~ 118 .~M... 

1.12 Businasscostsofcrlmaaiid vioianca .... ... «... jS .......IS ■.. 

1.13 Orgwilied crime „ „ „ „ „ 11..„ 1H Jm... 

1.14 RaliabilltY of police services 3 .80 ■.. 

1.15 Ethical behavior of firms _ _ _ _j6 121 11 . 

VIE Strength of auditing and accounting standards.-. Jl.^ 118 . 

117 Efficacy of corporate boards - 12 131 . 



...4,0.. 
...19.. 
...13., 
...17.. 



1 18 Protection ol minority shareholders' inleresis „1..„ 110 



_ 16.. 

- 16.. 

13.. 



JCenya-., 

..Georgia . 



....+.., 



..Italy 

..Motocco „ — 

..Bosnia and Herzegovina 

..Jordan - 

..Don>inican Republic— 

..Panama 

..Kenya 

..dtcaragua 

..Timor-Lesto 

..Cliina _ .., 

..Kattya...., « ~ .., 

..Croatii 

..Russia _ _ 

..Uganda... ^. J~.u 

..Paragitay _ 

..Ru«$li _ 



,„Jll 3.t Znkar|iiittya 

...14 _....4.0 Zaliarpatlya 

,...26.... ...3.1) Kyw 

...14 ... 4.9 Donetsk 

...I.B „...2.6 Sumy 

..„26 3.1 Donetsk 

...2.7 3.4 Crinwa 

...25 ...3.0 Donetsk 

...27 —...3.5 Poltava 

...28 3.4 Donetsk 

...10 4.1 Zakarpatiya 

,...5.4 ^...6.2 Zakarpatiya 

...4.1 .5.2 Zakarpattya 

...4.2 ~...S.9 Zadiarf any* 

...14 4.3 Zakarftattya 

...10 3.4 Zatariiatiya 

...17 _...4.2 Kyw 

,...4.4 - 5.S Zakarpattya 

,...27 3.J Sumy 
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2.01 
202 
2.03 
204 
205 
2.06 
207 
2.08 



2nd pillar Infriistruclura 

Overall infrastructure quality ... 

Qualtiy of road* „ „ 

Quality of railroad infrastruclura.. 
Qualrty of port mfrastructijre.- 



-»... 



..71 . 





5 



JO. 



.33. 



14.. 

1,7,. 

42.. 

I._ 17.. 



Quality of air transport infrastnicture — _ J.— 104 13.._ 

Available s«at kilometers (per vraek, hi nilions)''..- — .58 — ■ -ii/a. 

Qual'ly Dt electricity supply _ - ..2... 66 .■„_ 45..... 

Main telephone lines Iper 100 pop.)' 8 £4 ■ 220 



*^ 

..Pakistan .. 

..Cameroon „ „ 

..Tunisia 

..Oiina- _ 

.,6»argi8._ 

..Migefia— _.. _ _ 

.JtMM m4T»k<8» 

..ArganlinB 



_.JL1 -mi_..4J Dnipcspetrmsk 

......12..... 4.7 Dnipropelrovsk 

, 22 „...3.9 Dnipropetrovst 

40 5.3 Dnipropetrovsk 

14 4.3 Dnipropetrovst 

15 ^...4.8 Dnipropetrovsk 

-.1449 _ rVa 

16 ...5.2 Dnipropetrovsk 

....2BJJ 54.0 Kynr 



3nl pillar MBcro«ci>namic atabillty 11 

301 Central government balance |% ol GDP)* „ „ 

3.02 National savings rate \% of GDPI" ^ - 

3 03 Annual percent change in consumer price index. 11.. 

3 04 Interest rale spread l%r _ _ _7.. 

3.05 Governmeitt gross debt \% of GDP)' _ _ 



,.J9, 
-.45. 



.AS. 



...Jl/t.. 
n/a.. 



.Belgium, Uorarablque.. 
..Denmark 



128 — ■ 113 Paraguay.. 

.92 8,0..-.. Albani*,-.. 

17 _n/a._ Uhuania.. 



»A7. 

...-23.. 
..22.6. 



..11.6.. 

7.6., 

.19.7., 



.MUiv 

r\/* 

-.. rt/a 

-...J.0 Lviv 

...,5.3 Dnipropetrovsk 
- lV« 



402 

4.03 
4 04 
405 
408 
4.07 
4.08 
4.10 
4.11 



501 



ilk pillar HaaHk aid primary «iim»tiiMi 

Malaria incidence (cases per 100,000 pop.)*.^ 

Business impact of tuberculosis _ 

Tuberculosis incidence leases per lOOJHO pop !*... 

Business impact of HIVyAIOS 

HIV prevalence j^i of adult pop.l* _ 



...11_ 



_J2 M Eeiaador ^_ 

1 ji/».,„ multiple - 

..122 ■ 19 Botswana .. 

...SO _Ji..„....88i1 Wttuanla...... ~ 

..102 ■ 42 Tajikistan — .. 



-It/a Gantbia, Tfie.... 



Infant mortakty Ideaths per 1 JXXI live birthsl*'..,.. 

Ufe expectancy at berth (years)* 

Primary education enrolment (net rata, 
Educabon expenditure (% of GNI|* _ 



...ii._ ..66 ...we.,_. 

...... ..„...82 ... ■ -n/a 

...11... 106 .m.-....l4.7 Utttlio.., 

50 ■ ii/a._ Egypt — 



-...5l1 8.1 Ky|» 

.,..0,0 n/a 

....49 6.2 Dnipropetrovsk 

.,884 54.8 Kyiv 

.....5i2 6.5 Dnipropetrovsk 

....1.4 rVa 

..110 9.B Kyw 

..87.0 - nit 

..88.1 ..,97.3 Ky^ 

4.4 _ It/a 

,....4J.....__4.5 Oalpiopetnnrsk 

..929 n'K 

..S6.0 rVa 

...19 4.8 Dnipropetrovsk 

.,..4.7 6.0 Dnipropetrovsk 

..„14 -...4.1 Lviv 

26 .,,,.3,5 Dnipropetrovsk 

...15 3.9 Dnipropetrovsk 

10 3.5 Dnipropetrovsk 

... Jl8 „._..4.4 Zakarpattya 

....4.7 5.7 Zakarpattya 

...13 — 3.7 Sumy 

,....12 _.,J,6 Lvrv 

.....24 3,7 Zakarpattya 



M pillar Higher edatMliai and miniag- 



,..tl._ 



.„..«S«MhMiwa. 
Russia 



..Russia .. 



Secondary eflucaiion enrolment Igross rate, %)* _ 45 ■ n/a 

5.02 Tertiary education enrolment (gross rata, W* 14 ■ _ii/b.. 

5.03 Qualrty of the educational syslem „ _ _7 SH ■ 18 Slovania _ _ .. 

5.04 Quality of math and science education _ 12 .81 _ ■ , 19..- Zimbabwe _ _ 

5.05 Quality of management schools _ ..8 108 12 Guyana _ _ 

506 inierngi access in schools.. - - - _ 3 79 12.,. Thnidad and Tobago 

5.07 Local availability of researcfi and training services 9 J9 ■ 14 Bulgaria 

500 Exlont ol slo'f training 3.„ 64 JM..... 13... Romania ^ 



Mk pillar Goods market ellwiency- 

6j8t Imsnsity of local competition 

682 Extent of market dominance _ 



_10_ 
..12.. 



.184.. 
..122. 



..Barklna Faso_ 



6.03 Effectiveness of anti-monopoly poficy 

6 04 Extent and effect of taxation _ „ 



_1 

_7 







...sa. 

...51 . 
.123. 



...19 Ethiopia - 

,..17._ Benin 



■ ......13 Guatemala .. 

■ 22 Denmark-... 



,. — 
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SCORE ATLfVELOF 



UKRAINrSAVtRAGE BEST PERFORMER 



6.05 Total m fate I % ot pf otittt* ™ , 90 . 

6.06 Number of procedures reqirired to Stan B businesi* _ -104 . 

6.07 Number of days required to start a business* — _.I9 . 

6.08 Agricutural policy c osts ^ _ „j6^ ..123 . 

6.09 Prevalence o( trade barriers ... ... ... j6 . lOS . 

6.10 Trade-weighted tanlf r*le \% duty)*.- „ .41 , 

6.1 1 Prevalenc e ai foreign owitershlp 7 124 . 

6.12 Business impact ol ruigt on FDI...„ » » ...S«. Ill . 

6.14 Degree of customer ofientMion . . . 12 105. 

6.15 Buyer wptik*tte«tton_ „ „T2. 



I „.nr».- 

I nia.. 

I n/a. 

I- 2Jt^ 

l_ M- 

I It/* . 

I- XI. 

I. 4X1- 

l_ 4j0_ 

i_ as- 



..^gypil.-., 
..multipli. 

...Russia — 



...Suriume,^ 
..7iinbaliwe.. 

. Turkey- 

...Moldiwe 

...Slovenia..... 

...Tanzania 

..Xtthuania .... 



...605. 
...ISdO. 



2Jt.. 

17., 

19 ., 

19. 



— ntt 

- n/a 

It/a 

.M Zaliarpatlya 
..4.2 Poksva 
n/a 

..45 Zakarpattya 



M., 

4iS. 

il . 



„4.3 ZaIiarpgttyB 
..5.0 Oonetsli 
..&1 Zakarpattye 



TUi pillar labor market efficiency.. 



_70_ 



_4J. 



7.01 
7.02 
7.03 
7.04 
7.05 
7.0S 
7.07 
7.08 
7.09 
7.10 



Cooperation in iabor employer relations... ~^ .-5^. 

FlenbiMy of wage determination _ — _i. 

Nonwage labor cosis 1% ol worker't salary)* „ 

RigKlity of Emfiloyiiieiu Index (D-100, 100 is worst)" 

Hiring and Dring practices.... ^ ^ ..3. 

Firing costs (in weelis of waga)* . . 

Pay and producttirlty.. „ ^i. 

f^eliance on professional management ^7. 

Brain dram _ _ __j9. 

Famala parlicipatim in labor hna (H nf matt partcipaM*..... 



.111, 
_97. 



12. 
_15. 

-109. 



106. 
-2«. 



-. 45- 

.■_ 53- 

,■ n/a . 

.■ n/a- 

*. 

... — n/a- 

4.4. 

_ 16- 



-Trinidad and Tobaga_ 

..Bangladesh 

..Indonesia _ _. 

. Braiil,,. .- „„ 

.multiple 



...2.4. 

..Ufa. 



,. Kyrgy; Republic... 

..JJenmar* 

...Germany „ 

..Ooninican Repubiic- 

..Peru _ 

..Istonia 



_- Al. 

4.4., 

M. 

39L1 . 

.SSjO. 

43. 

110. 

*s., 

_- 17. 

27. 

09., 

4LI. 

_- 14. 

19. 

29. 

11 ., 

17. 

45., 



.4.4 Dnipropetravsk 

.5,1 Zakarpattya 
.5.8 Cherkasy 

n/i 

n/a 

.Si6 Cherkasy 
..... n/a 
M Vinnytsya 
.4.1 Zakarpattya 
.3.7 Dniprupetrovsk 
...^ n/a 

.45 Siany 

.4.5 Onipropetrovsk 
.4.8 Zakarpattya 
.4.3 Sumy 
.4.3 SiMiy 
n/a 

.52 Zakarpattya 
2J Kylv 

,.39 Onipropetrovsk 
..4.7 Kyiv 
..3.3 Donetsk 
..44 Cherkasy 

- nVa 

n/a 

lis Kyiv 
n/a 



Ml pillur rimncial market sopliistication .. 
6.01 Financial marliet soptiisticalion _ 



JU... 



8.02 Financing through local equity narkat....- ...4_.,. 

8.03 Ease of access to loans ..„ .„ 1 



.-84. 
...-79., 
.._31 . 



8.04 Venture capital availability „ „ „ „.1 ^1 ., 

8.05 Strength of Investor Protactian tt-10. 10 is best)* 96 .. 

8.07 Soundness of banks _j92 .. 



...14. 
,.,.4-3- 
...41. 
...41. 
-.n/a. 
...4^_ 



.-Haagary — „„. 

..Oommican Republic- 

.,Maea4lonia,FrR.. 

-JiialtB 



..Balglum.. 
jnultipla- 

-Nignria ... 



901 
9.02 
9.03 
9.04 
9.05 
9.08 
907 
9.08 



ttk f illar Techaologlcal readlnest 7 98_ 

Availability ol latest tacbnolegiat ~ .,.7...„ 107 ., 

Firm-level technology absarption 2 84 .. 

Laws relating to ICT „ „ „ „ ..-..7-. _84.. 

FOI and ttcbnology transfer 9 126 .. 

MeWlaMlaphone subscribers (per 100 pop,^ „ ...70.. 

Internet users jper IO.OO0 pop I* ^72 „ 

Personal computers Iper lOO pop.)" _ _j8_ _91 . 

Broadband Intomat subsciibaia (per 100 pop.l*. — .-54 .. 



.25. 
.10. 
AA. 

.11- 
.19- 
•n/a- 
n/a- 

.12- 
,n/a- 

.4J. 

.4.7- 
,41- 
.49- 
.14- 
1L7. 
.4.1- 
.35- 
.16- 
,17. 

JL1. 
.14- 

,17. 

JLI. 
.31- 
.3.7- 
.19- 
,n/a. 



..Pakistan-. 
.,M«ngolia.. 
-Poland 



....Indonesia,.. - 

..-Macadonia. FYR _ 

...ilomimcan Republic ., 

..South Africa _ 

...fgypt - - 

...Greece — 



Jj6. 

19. 

..♦ 4l1 . 

,„■♦■..._ 10. 

4ij0. 

„ 2»S. 

7719. 

19. 



_ 1.4 „, 



IIOi pillar Bvsiness sopkisticaliiia .... 

11.01 Local supplier quantity - _ 

11.02 local supplier quality _ 

1 1 .03 State of cluster development 

1 1 04 Nature ot competibve advantage 

11.06 Value chain breadth 

11.06 Control of international distribution 

11.07 Production process sophistication. 

11.08 Extent of marketing ., 

1 1 .09 Willingness to delsgate authotily _ 



— 2 S3... 

6 ^64... 

.J64.., 

1 35... 

3 58. 



.Bahrala. 

.Jordan.... 



...El Salvador.,,, 
..Brazil 

■ ™. 

—Brazil 



..+ „™17. 

.+ 45. 

4.1 ., 

12. 

11 ., 

13. 



-. _.5_ .-72., 

-» 97., 

a. JS8., 



J7 ■_. 



-Ireland. 



..^gypt..- 

...El Salvador 



4.1 ., 

16. 

-.- 17. 

12., 



„.41 Zakarpattya 

,..5.1 Zakarpattya 
,.,46 Dnipropetrovsk 
.4.0 Sumy 
,,.39 Dnipropetrovsk 
...3.9 Dnipropetrovsk 
...4.8 Onipropetrovsk 
...47 Zakarpattya 
,.47 Zakarpattya 
,,.17 Zakarpattya 



12.01 
12.02 
12.03 
12.iM 
12.06 



12th pillar innei>atien„ , 16 79— 

Capacrty for innovation _ _. _ _9_ _59.. 

Quality ot scienlitic research iMsiitMlon* .16- ...76 .„ 

Company spending on R&D. _ _ _ ^5 71 .. 



University-industry research colaboration - -1.. _51 .. 

Gov't procurement of advanced technology products 2 70 .. 

12.06 Availability of scientists and engineers _16_ .103 ., 

12.07 USPTA utility patents granted in 2006 Iper mio pop !* ~ J52 ., 



..Burkina Fasa__ 

..Thailand 

., Jlemanie _ 

..Guatemala 

...United Arab Eflwates.. 

...Croatia — _ 

...Slayenia - — 

...Bulgaria 



_- 11 ., 

16. 

40. 

10. 

29., 

13. 

42. 

0l4„ 



„3S Dniprapstivvsk 

,..4.2 Dnipropetrovsk 
„,4S Kyiv 

...3.5 Oniprapetrovsk 
.,,3.4 Oniprapetrovsk 
,..4.2 Zakarpattya 
...52 Onipropetrovsk 
n/l 
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Note: For lunher details and explanation, please refer to the section 'How to Ftead the Competitiveness Profiles' on page 168. 
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Key indicators 

Population Imillions), 2006 1.69 

Gross RBgional Product (UAH millions), 2005 10,207 

As share of Ukraine GDP |%), 2005 2.3 

Gross Regional Prociuct (UAHI per capita, 2005., 5,966 
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8th pillar Financial market sophisbcation 
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9th pillar Technological readiness „ 
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limwiion and sophistication factors 





85. 


J.4 




9.... 


87 


3.7 
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The most problematic factors for doing business 



Tax regulations 18 2% 

Policy instability .,„ ....13 6% 

Corruption „ „ 119% 

Government instability/coups 8 9% 

Inotficicnt government bureaucracy „ 8.0% 

Access to financing 7 2% 

Tax rates . . , 6 8% 

Inflation 6 7% 

Inadequately educated workforce 6.7% 

Crime and theft „ 3 3% 

Inadequate supply of infrastructure 31% 

Poor work ethic m national labour force 3 0% 

Restrictiva labour regulations „ 2.6% 

Foreign currency reguiaoons 0.1% | 




Vinnytsya 
O Ukraine 



Sonret: World Economic Forum, EktcuUva Opinion Survay 2006 



10 15 
Percent of retponset 



20 



Noti; From g li-it of 14 faclon, tespondontx w«r* *sk<d to stitct th* fwi mosi problo malic for doing busintss m tlioir country and to rank Ititm btttwean 
1 (moat problennatlc] and 5. The t>»n In tite ligtire stiowthe retponses weighteil according to thair ranklns>. 
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GlubMl Conipfrtttiveness Index 
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.._J2 


4.0 .. .. 






.4.2 Kfiv 
..4.S Kriv 
4.2 ZakaipaUya 


Basic reqairements _ 

Fffiri»nry «nkiinr»ra 


.10 „. 

r. 


Jit 

. 75 


4.1 „ 
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Maiifitiiis 


- 4.0 




■ 


.-JR. 


ia 


...El Salvailiir.. 


- la 







lit pillar Instilulions. 

Properly rights.. 



-11. 

._7_ 



intvllocluat proparty protactioa........^.... 

Diversion of public funds 



11 

7. 



.115.. 
.12$.. 
...JB2.. 



..14 



12.. 

12.. 



Public tru*l «f poMKlans ^ „ ™ „ 11.-, 128 . 

Juilicial indepenilence _ _ 12 128 ., 



Favoritism in decismns of governmeM ofliclalB.. 

Wastolulnsss of government spending 

Burden of government regulation _ 

Efficiency of legal framework 
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•Hani data 

Note: For further details and explanation, please refer to the section 'How to Read the Competitiveness Profiles' on page 16B. 
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Key indicators 



Population Imillions), 2006 1.24 

Gross Regional Product (UAH millions), 2005 6,700 

As share of Ukraine GDP |%), 2005 1.5 

Gross Regional Product (UAHI per capita, 2005 5,373 



Global Competitiveness Index 

RcglMal Overall 

Rank Rank Scare 
Iculnim 101114134) (1-7) 

Global Competitiveness Index 2006 Ukraine 3 57 4.2 





.a...- 

1.... 


74 

76... 


4.3 

3.6 




7 


BO 


3.0 


3rd pillar. Macroeconomic stability „ 


4.... 


77... 


4.8 


4th pillar Health and primarv education 


1... 


67... 


5.9 


Efficiency enhancers „ 


1.... 


47... 


4.2 




5.... 


57... 


.„...4.2 




1.... 


45... 


4.4 




2..... 


45... 


,„...4.4 


eth pillar Financial market sophisbcation 


1... 


51 


4.4 


9th pillar Technological readiness 


2..... 


.._„81... 


.„„.2.7 




1.-. 


54.- 


....,J.7 




1 


57... 


4.1 




4,.... 


57... 


„ 3 3 



ID 
C 




Labof market efilciency Goo* marttt 
efliclsncy 



•O* Zakarpaltya k> Ukraine 



The most problematic factors for doing business 



Access to financing 131% 

Policy instability..„ 12 G% 

Tax regulations „ „ 12 3% 

Corruption 121% 

Inadequate supply of infrastructure 8 5% 

Inadequately educated workforce 8 3% 

Inefficient government bureaucracy ™ 4 9% 

Government instability/coups 4 8% 

Tax ratos 4.7% 

Crime and theft - „ 4.7% 

Inflation 4 2% 

Restrictive labour regulations 4 0% 

Foreign currency regulations 3 8% 

Poor work ethic m national labour force 2.0% 

SOMice: World Econotnic Fonim, EtecuUva Opinion Survay 2006 
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1 (mait problematic) and 5l The bar* In tiia tlgura show the raaponaea weighted according to theii ranklnga. 
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Qualrfy of electricity supply. - _ 
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.... m 


..ISlO. .. 
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3 03 Annual percent change in consumer price Index.,.. 

3 04 Interest rate spread l%r , _ 
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I -It/a.. 
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...Denmark 
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JtM. 



Malaria incidence (cases per 100,000 pop.y*.^ — 1 n/a multiple 0.0 .. 

Business impact of tuberculosis ^4 .78 ■ 5,5 Donwiican Republic ♦ 4.9 .. 

Tuberculosis incidence leases per lOOJMI) pop.l* .j4.„ JS\ Ji .119.1. .„ Lithuania — „„,99.4 .. 

Business impact of fflV/AIDS 3 X _JI SiO Jordan ♦ 5,2. 



HIV prevalence |% of adult pop.l* _ 

Infant mortality Ideaths per I^XXI live birthsl*'....- 12.. 

Ufe expectancy at birth (years)* _....„, ........ 

Primary education enrolment (net rata, %)*..•••.,. 3... 

Ediicat)on expenditure (% of GNI|* _ _ 



.,,95 ■ _ii/a Gantbia, ^he.... 

I.— ...I5i0.,_. 

I -«/•.-. 

,,.69 ■,.-.,.,}1,2„. Outsit.. 
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..87. 

- Si. 



....1.4. 
..120.. 
..87.0., 
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....9,8 Kyiv 
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501 Secondary eoucalion erroim«nt Igross rate, %]' J6 „ 

..14 „ 



5.02 Tertiary education enrolment (gross rate, 

5.03 Quality of the educational syslem „ _ 10 Si .. 

5.04 Quality of math and science education ^ .4 .30 . 

5.0s Quality of management school* , _ .._ .^4 31 , 

506 internii access in schools,, - - - A 82 . 

5.07 Local availability of researcfi and training services 2 £1 .. 

5 08 Exlont ol staff training 11.. 124,, 



n/a.. 
-11/B.. 



,.UaiM Arab Emiratos„ 

.„Ru*saa 

...Russia 







..i2. 

929.. 
.86.0. 



8._- 3^.. 

I._ 5,0., 

8,„ 3.4,. 

21., 

I 3.9.. 

1 26.. 



..Portugal- 

..Austris 

..AlgefiB _, 

...South Africa .. 

...Nigeria 

..Paraguay 



....... 



...29. 
...4.7 .. 
..„24., 
...28., 

...35 „ 
...,20 ,. 
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ri'ii 

n/a 

...4.8 Dnipropetrovsk 
„,B,0 Dnipropetrovsk 
,,,4,1 Lvfti 

„.3,S Dnipropetrovtk 
.,,3.9 Dnipropetrovsk 
.,,3,5 Dnipropetrovsk 



tik pllliir Goods market eNtoiency 

6.01 Intensity of local compeDtion 

6.02 Extent of market dominance _ 

6.03 Effectiveness of anti-monopoly poicy,, 
6 04 Extent and effect of taxation _ ,,.„ 



_ -3 

-1 
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,,.15 _M_ 5.7,. 

...83 3.4.. 

...75 Jm.^ 25.. 

...38 3.7,, 



...Mauritius 
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...Barbados 

..Namibia 

„,UMa- ,., 



..,+.,. 
.„+... 



..Jil. 



4.7.. 
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.....22., 
,...24., 
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The Global Competitiveness Index in detail 



INDICATOR RAMK/i; /134 SCORE AT LEVEL OF UKRAINE^ AVERAGE BEST PEBFOHMER 
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_..I5jO.... 
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6.10 
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Turkey- -....,„.,.-. 


— 
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n/t 


6.11 


Prevalenca o< foreign ownership . 


1 


S4.. 


.■ 


45 .. 


„, -Georgia _ 


....... . 
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Business impact of iiiat on FDI ^ 
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sa .. 




♦ 


4>S„„ 
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7tli pillar UlMif market etIiclencT 
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+..,.-,. 
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Fleubikty of wage determination 
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+ 
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Non-wage labor costs 1% »l woriiar's salary)* _ 




111,. 


■ 
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7.04 
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52..,., 




■»■..,-., 


4j9.... 




,..Si6 Cherkasy 


7.06 


Firing costs (in weeks of wage)* 
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1 
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— 
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...45 Sumy 
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Financial marltst sophiitioalion 
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+.. 
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Financing through local equity markat....- 


._..U. 
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- 
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Ease of access te loans 
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China „ 
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Soundnesa of banks 
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Availability ol latest tectinolo^las.. - 
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9.02 


Firm-level technology absorption 
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.■ 
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........ . 
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4.7 Kyiv 


9.03 


Laws relating to ICT...^ „ „ „ „ 


._3_. 
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._. 
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...13 Donetsk 


9.04 


FDI and technology translar.- _ » 


1 . 


114.. 


. ..■ 


......42 .. 


Mongolia..-^ _ 


♦ 
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— 
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. South Africa 
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Personal computers Iper 10O pop.)* 


17 
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Broadband Internet subscribers (per 100 pop.l*. . 
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_S5.. 
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— 
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State of cluster development „ 
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ft 


_j63.. 
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Production process sopfiistication^ _ 
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4.7 .. 
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11,09 
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4— 
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,...+. 


..»ll .„ 
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Capacrty for innovation _ 


.7 
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.„ 
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12.03 
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3 
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.■ 
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........ 
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. 
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Gov't procurement ol advanced technology products 


_j32.. 
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42-.. 




._ ♦ 
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_95.. 
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33-... 
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...5i2 Dmpropetrovsk 
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USPTA utility patanis giantad in 2006 Iper mio pop.l* 




-52., 




..„«rt-„. 
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M.... 




n/i 



•Hani data 

Note: For turther details and explanation, please refer to the section 'How to Read tlie Competitiveness Profiles' on page 16B. 
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The World Economic Forum would like to thank the Foundation for Effective Governance 
for their invaluable support of this report. 



FOUNDATION 
FOR FFFECTIVF 
GOVERNANCE 



The Foundation (or Effective Governance |FEG( was established in 2007 by Ukrainian 
entrepreneur Rinat Akhmetov with a mission to support the long-term economic 
development of Ukraine. The FEG's ultimate goal is to improve the standard of living 
of each Ukrainian citizen through the growth and development of the country's 
economy. The Foundation plans to realize this goal by developing and implementing 
long-term projects and programmes that encourage economic growth in Ukraine 
PEG will attract leading Ukrainian and international experts with proven experience, 
strong expertise and excellent reputations to work on its programmes. 



A Board of Trustees ensures the Foundation's independence and its adherence to its 
mission and principles by taking an active part in building FEG's strategy, selecting 
programmes and assessing its performance. Its board members include former 
Canadian Prime Minister Kim Campbell, former US Senator Lincoln Chafee, and former 
President of the National Bank of Hungary Gyorgy Suranyi. The Foundation's budget, 
provided by its founder, will amount to US$ 50 million over five years (to 2012). 



Further information is available at vmmv.feg org.ua 
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